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Management’s Discussion and Analysis

To help our shareholders follow our growth and progress, our financial results are prepared in accordance
with U.S. GAAP using a component mode! that presents the results for Siemens worldwide according to (i) our
Operating groups separately from the results for (ii) our Financing and Real Estate activities, and (iii) the effects
of Eliminations, reclassifications and Corporate Treasury activities.

The three components of Siemens worldwide are as follows:

s  Operations—This component is defined as Siemens’ Operating groups including corporate headquarters and
excluding the activities of the Financing and Real Estate segments and Corporate Treasury.

e Financing and Real Estate—Siemens’ Financing and Real Estate segments are responsible for the
Company’s international leasing, finance, and real estate management activities.

¢ Eliminations, reclassifications and Corporate Treasury—The third component included in Siemens’
financial statements enhances the transparency of the other components by separately presenting the
elimination of transactions among Operations and Financing and Real Estate and certain reclassifications.
This component also includes Siemens’ Corporate Treasury activities.

Beginning October 1, 2001, Siemens adopted the provisions of SFAS 142, Goodwill and Other Intangible
Assets, and no longer amortizes goodwill. Consistent with this change, EBITA is now referred to as EBIT. EBIT
is measured as earnings before financing interest, income taxes, amortization of goodwill and purchased in-
process R&D. In a concurrent change, EBITA assets are now reported as net capital empioyed.

Effective December 2001, Infineon is no longer consolidated but instead accounted for as an investment
using the equity method. Accordingly, the Company’s net investment in Infineon is included within long-term
investments in the consolidated balance sheet, and its share of the net income or losses of Infineon is included as
part of investment income in the consolidated statement of income (see footnote 3 to the financial statements).
The consolidated results of operations and cash flows of Infineon for the two months ended November 30, 2001
are included in “Eliminations, reclassifications and Corporate Treasury.” In the prior fiscal year, Infineon was
fully consolidated. Accordingly, we continue to show Infineon as a separate component in fiscal 2001.

The Management’s Discussion and Analysis presents results for the third quarter of fiscal 2002 as compared
to the third quarter of fiscal 2001, followed by an analysis of the statements of income. We then present results.
for the first nine months of the current and prior fiscal year, followed by an analysis of income, liguidity and
capital resources, customer financing, market risk, critical accounting policies and our outlook and subsequent
events.

HIGHLIGHTS - Third quarter of 2002 compared to third quarter of 2001

e Net income in the third quarter was €725 million. Net income in the same quarter a year ago was €1.608
billion, including special items after taxes of a positive €2.313 billion. Net income excluding these
special items in the prior year quarter was a negative €705 million. There were no special items in the
current quarter. Earnings per share were €0.81 compared to €1.8] in the previous year. (See note
below.)

e EBIT from Operations was €892 million compared to a negative €479 million in the same quarter a year
ago, which included €790 million in charges for asset write-downs.

s Sales decreased 4% to €20.482 billion compared to €21.360 billion and orders decreased 20% to
€19.033 billion compared to €23.718 billion the same quarter a year earlier. The decrease in orders was
largely attributable to a high level of orders in the prior year in the Power Generation Group and a
record €1.6 billion order at Transportation Systems. Excluding the effects of currency translation,
acquisitions and dispositions, sales increased 3% and orders were 15% lower year over year.

o  Net cash provided by operating activities for the third quarter improved to €2.094 billion compared to
€406 million last year. Investing activities used €628 million compared to €3.228 billion in the prior
year, a period which inciuded a cash outlay of approximately €1.6 billion for the acquisition of Efficient
Networks. Net cash from operating and investing activities for the third quarter was €1.466 billion
compared to a negative €2.822 billion in the comparable period last year.




Note: Beginning October I, 2001, Siemens adopted the provisions of SFAS 142, Goodwill and Other
Intangible Assets. Accordingly, Siemens no longer amortizes goodwill. Net income for the third quarter of
the prior year included goodwill amortization of €183 million, which reduced reported earnings per share
by €0.21. For all periods presented, earnings per share reflect a stock split, at a ratio of one additional
share for every two shares owned, which took effect on April 30, 2001.

Net income excluding special items — Third quarter of 2002 compared to third quarter of 2001
{in millions of €)

Three months ended June 30

2002 2001
Net income 725 1,608
Special items (net of taxes) — 2313
Net income (loss) excluding special items 125 (705)

Net income excluding special items adjusts reported net income by removing certain one-time items from
results in the Operations and Financing and Real Estate segments. We adjust net income in this way to provide a
more meaningful comparison between the periods under review.

There were no special items in the third quarter of fiscal 2002. Net income excluding special items for the
third quarter a year ago was a negative €705 million. Earnings per share excluding special items was €0.81
compared to a negative €0.79 in the previous year.

Special items for the third quarter of fiscal 2001 included a €3.459 billion pre-tax gain as a result of the
irrevocable transfer of 93,825,225 shares of Infineon to our domestic pension trust, and a €292 million write-
down of inventories and other assets in connection with a long-term, centrally managed production and
outsourcing contract for a border control system in Argentina. This contract, originally entered into by SBS, was
canceled by government decree. Adjusted for taxes, these special items totaled €2.313 billion for the period.

SEGMENT INFORMATION ANALYSIS — Third quarter of 2002 compared to third
quarter of 2001

OPERATIONS
Information and Communications

Telecommunications carriers continued to announce steep cuts in planned capital expenditures, resulting in
a precipitous drop in demand at Information and Communication Networks (ICN). The Group posted EBIT
of negative €84 million, including charges for restructuring of €45 million compared to a negative €563 million
in the same quarter a year earlier, a period which included €420 million in charges for asset write-downs. The
telecommunications market’s continuing collapse was particularly evident in the Group’s carrier switch business.
While ICN’s Efficient Networks unit narrowed its operating loss significantly on a consecutive-quarter basis, it
still faces challenging market conditions for broadband access equipment. Third-quarter sales for ICN as a whole
dropped more than 30% year-over-year, to €2.190 billion, and orders declined 29%, to €2.029 billion. ICN will
continue its restructuring activities over the next several quarters.

Information and Communication Mobile ICM) continued to perform well in a difficult wireless
industry battling slower demand and a challenging pricing environment. EBIT for the third quarter of fiscal 2002
was a negative €9 million, including ICM’s €20 million share of a third-quarter loss in the Fujitsu Siemens
Computers business. The Mobile Phones division earned €28 million on sales of 8.2 million units, up from 5.8
million in the same quarter last year and nearly equal to the 8.3 million units sold in the second quarter of this
year. The Networks Division recorded a loss of €21 million, primarily due to accounts receivable provisions
associated with a customer serving Africa and the Middle East. A year earlier, ICM’s third-quarter loss of €511
million included €370 million in charges for asset write-downs. For ICM as a whole, sales for the quarter were
flat, at €2.506 billion, while orders fell 19%, to €2.359 billion, reflecting cuts and delays in capital and operating




expenditures by cautious wireless carriers. ICM continues to apply cost cutting programs, which have
successfully improved the Group’s cost structure.

Siemens Business Services (SBS) earned EBIT of €5 million compared to EBIT of €7 million in the same
quarter of the prior year, when the Group realized €44 million from the sale of an equity stake. While sales of
€1.367 billion were 3% lower than the €1.410 billion a year earlier, a new order of €100 million helped keep
orders level with the same quarter a year ago, at €1.398 billion. Anticipated declines in business volumes will
require capacity adjustments in the coming quarters, mainly by reducing dependence on external consultants.

Automation and Contrel

Automation and Drives (A&D) continued to perform well in a weak market, delivering €193 million in
EBIT led by the Industrial Automation Systems Division and Motion Control Systems Division. EBIT was €225
million in the same quarter a year earlier, before demand in the U.S. and Europe began to slow due to
deteriorating macroeconomic conditions. While sales slid 3%, to €2.136 billion, and orders fell 9%, to €2.077
billion, A&D’S EBIT margin remained strong at 9%.

EBIT at Industrial Solutions and Services (I&S) was a negative €32 million. In the same quarter a year
earlier, the Group’s EBIT was a negative €10 million. Sales declined 4% year-over-year, to €1.069 billion, while
orders fell 14%, to €992 million. I&S has embarked on a major restructuring of its organization and business
portfolio as well as a rationalization of capacities which is expected to result in charges and expenses in the
coming quarters.

Siemens Dematic (SD) recorded EBIT of €12 million compared to a negative €102 million in the third
quarter of fiscal 2001, which included significant contract loss accruals. Reduced demand from communication
equipment suppliers and electronic contract manufacturers caused a steep drop in business at the Electronics
Assembly Division. Sales for the Group overall increased 3%, to €740 million, while orders jumped 43%, to
€751 million, boosted by a major new order from the U.S. Postal Service. The percentage increase in orders also
reflects the fact that the prior year quarter included only two months of results from the Dematics businesses that
were merged into SD as part of the Atecs Mannesmann (Atecs) acquisition in the third quarter of fiscal 2001.
The Group is continuing the task of integrating the Dematics businesses into its operations.

EBIT at Siemens Building Technologies (SBT) was €23 million, compared to €40 million in the
comparable quarter a year earlier, as profits slid at the Facility Management Division due in part to accounts
receivable write-offs. Sales declined 3%, to €1.287 billion, and orders fell 8%, to €1.280 billion, in particular due
to weakening demand at the Fire Safety Division and Facility Management Division.

Power

Power Generation (PG) led all Groups with €476 million in EBIT, surpassing its prior-year third-quarter
EBIT of €197 million by 142% and the €450 million it earned in the second quarter of the current year. EBIT for
the quarter was not affected by customer cancellation penalties. Approximately €44 million in third-quarter
eamings resulted from updated estimates of project completion performance based on improved efficiency and
productivity. PG’s EBIT margin reached 19.8%, reflecting operating leverage gained through quality initiatives
and capacity utilization in gas turbine manufacturing. Sales rose 9%, to €2.400 billion, despite a negative 5%
currency translation effect. The anticipated end of the boom in gas turbine investment in the U.S. produced a
year-over-year decline in orders of 51%, to €1.648 billion. At the same time, PG continued to increase its
geographic breadth, winning new orders in Europe, Asia, Russia, and the Caribbean basin. PG’s order backlog
including reservation fees decreased from €25.4 billion in the previous quarter to €21.5 billion in the current
quarter, with €2.4 billion of the decline due to currency translation effects. At the same time, the Group
converted a higher percentage of reservation fees to confirmed orders within the total backlog.

At Power Transmission and Distribution (PTD), EBIT of €43 mtillion more than doubled compared to
the prior-year quarter, led by earnings growth at the High Voltage Division, Power Automation Division, and
Service Division. EBIT margin rose to 4.3% on the strength of Group-wide cost-reduction and continuous-
improvement programs. Sales and orders each rose 6%, to €1.002 billion and €966 million, respectively. Slower
growth in the U.S. market was offset by positive developments in Asia, Europe, and South America as well as
continued strength in the High Voltage and Medium Voltage Divisions.
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Transportation

Transportation Systems (TS) posted EBIT of €61 million, compared to €48 million in the third quarter a
year ago. Continued productivity improvement was reflected in the Group’s EBIT margin, which increased to
5.5%. Sales rose 15%, to €1.102 billion, as TS continued to convert its €11 billion backlog to current business.
TS also continued to win new business at a steady pace, including orders for metropolitan rail vehicles in China,
the Czech Republic, and the U.S. orders for the quarter were €909 million, a high level except in comparison
with the same quarter a year earlier, when TS won a €1.600 billion order for 1200 railcars in the U.K.

EBIT at Siemens VDO (SV) was €68 million, compared to a loss of €60 million in the same quarter a year
earlier. The difference resulted largely from divestment activity, including a gain of €56 million in the current
quarter on the sale of the Group’s Hydraulik-Ring business and a charge of €35 million in the prior-year quarter
associated with the sale of its wiring harness business. Earnings also benefited from the continuing roll-out of
innovative new products. Sales were €2.229 billion, 24% higher than in the same quarter a year earlier primarily
because that quarter included only two months of results from the VDO businesses that were merged into SV as
part of the Atecs acquisition in the third quarter of fiscal 2001.

Medical

Medical Solutions (Med) was second only to PG in earnings performance, delivering EBIT of €243
million, 37% higher than its EBIT of €177 million a year earlier. Continuing strong demand for the Group’s
imaging systems, combined with year-over-year productivity improvements throughout the Group, pushed Med’s
EBIT margin up to 12.9% from 10.3% a year earlier. Despite a negative 6% currency translation effect on
volume growth, sales of €1.882 billion were up 10% year-over-year, while orders held steady at €1.916 billion.

Lighting

Osram achieved €102 million in EBIT, up slightly from the same quarter a year earlier, and EBIT margin
rose to 9.5%. Sales of €1.073 billion came in 3% below the third-quarter level a year ago due to a 5% negative
currency translation effect.

Corporate, eliminations (Operations) and Reconciliation to Financial Statements

The Managing Board is responsible for assessing the performance of the groups. Corporate, eliminations
(Operations) and Reconciliation to Financial Statements include various categories of items which are not
allocated to the groups since the Managing Board has determined that such items are not indicative of Group
performance. Reconciliation to Financial Statements includes various items excluded by definition from EBIT.
Group EBIT is used to determine bonus payments in accordance with our management incentive program.

EBIT for Corporate, eliminations was a negative €209 million compared to a negative €48 million in the
third quarter a year ago. The current quarter includes a gain of €67 million on the sale of an investment in
Siemens and Shell Solar, GmbH, and Siemens’ €31 million share of Infineon’s third-quarter loss. Non-allocated
pension-related income (expense) was a negative €61 million compared to a positive €86 million a year earlier.

Reconciliation to Financial Statements. Other interest expense was €14 million in the third quarter of
fiscal 2002 compared to €85 million a year earlier. Goodwill amortization and IPR&D for Operations was €257
million in the third quarter of fiscal 2001. This amount includes €79 million IPR&D expense relating to the
acquisition of Efficient and Atecs. In accordance with changes in U.S. GAAP, goodwill is no longer amortized.
This became effective for Siemens beginning in fiscal 2002. Gains on sales and dispositions of significant
business interests and other special items are discussed on page 2 under “Net income excluding special items.”

FINANCING AND REAL ESTATE

Siemens Financial Services (SFS) boosted income before income taxes to €83 million for the third quarter,
well above the €27 million a year earlier. Much of this improvement resulted from investment income in the
Equity Division.

Siemens Real Estate (SRE) generated higher earnings from a lower revenue base compared to the third quarter
a year earlier. At €53 million, income before income taxes was up 10% from €48 million in the third quarter a




year earlier, while weaker demand for property-related services pushed revenues down 3% to €394 million from
€407 million a year ago.

CONSOLIDATED STATEMENTS OF INCOME — Third quarter of 2002 compared to
third quarter of 2001

OPERATIONS

Net sales for Siemens worldwide were €20.482 billion compared to €21.360 billion in the third quarter of
the prior fiscal year. Within that total, net sales from Operations for the quarter were flat at €20.308 billion.
Gross profit as a percentage of sales increased from 25.1% to 28.0%, reflecting higher margins at PG and Med in
the current quarter and prior-year charges for asset write-downs at ICN and ICM.

Research and development expense as a percentage of sales was 7.0% compared to 6.9% a year earlier.
Marketing, selling and general administrative expenses as a percentage of sales dropped significantly, from
20.0% to 17.4%, due to reduced outlays for marketing and lower provisions for accounts and loans receivable.
The same period of the prior year included higher loans receivable provisions including a write-down of a loan
related to Winstar Communications, Inc..

Other operating income (expense) was a positive €43 million, compared to a negative €62 million last year,
a period which included higher amortization of intangibles other than goodwill. The current period includes a
€56 million gain on the sale of Hydraulik-Ring by SV.

Income from investments in other companies was €48 million compared to €57 million in the prior-year
period. The current period includes a gain of €67 million from the sale of an investment in Siemens and Shell
Solar and Siemens’ shares of third-quarter losses at Infineon and Fujitsu Siemens Computers, amounting to €31
million and €20 million, respectively. ‘

Income from financial assets and marketable securities was a positive €47 million compared to a negative
€95 million in the same period a year earlier, which included €119 million in charges from write-downs of
marketable securities that suffered a material decline in value which we have determined to be other than
temporary.

Interest income (expense) of Operations, net for the third quarter was a positive €24 million compared to
interest expense of €20 million in the third quarter a year earlier.

EBIT from Operations for the third quarter of fiscal 2002 was a positive €892 million, compared with a
negative €479 million for the third quarter of fiscal 2001, which included €790 million of charges for asset write-
downs.

Other interest expense, net for the third quarter was €14 million, compared to €85 million in the third quarter
of 2001, a period which included interest expense on a €3.5 billion liability relating to the acquisition of Atecs.

In the third quarter of last year, Siemens recorded €178 million in goodwill amortization for Operations and
€79 million IPR&D expense relating to the acquisitions of Efficient and Atecs.

Special items in the prior year include a €3.459 billion pre-tax gain resulting from the irrevocable transfer of
93.8 million Infineon shares into our domestic pension trust and a €292 million write-down of inventories and
other assets associated with a contract cancellation in Argentina discussed in “—Net income excluding special
items” (see page 2).

FINANCING AND REAL ESTATE

Sales from Financing and Real Estate increased 4% to €551 million for the third quarter compared to the
same period in 2001. Net interest income was €16 million, which represents a decrease of €4 million compared
to the third quarter of 2001. Income from investments, net in other companies increased €59 million to €39
million in the third quarter of 2002, reflecting higher income from investments at SFS’ Equity Division. Income
before income taxes for the third quarter increased to €136 million compared to €75 million for the same period
of fiscal 2001.




ELIMINATIONS, RECLASSIFICATIONS AND CORPORATE TREASURY

This component of Siemens worldwide includes eliminations of activity conducted between the other two
components: Operations, and Financing and Real Estate (for definitions of these components, see page 1).
Beginning December 2001, Infineon has been accounted for under the equity method. The results of Infineon for
October and November 2001 are included in this component. To the extent that Infineon provided products and
services to the Operations groups in the prior year, these effects are eliminated here.

This component also includes reclassification of financial items which are associated with Operations but
not included in EBIT of Operations. We make these reclassifications in our Consolidated Statements of Income
to enable increased transparency in reporting results for Operations.

Finally, this component also reflects the results of intra-Siemens activity by our Corporate Treasury which
provides corporate finance and treasury management services to our Operations component and to our Financing
and Real Estate component.

SIEMENS WORLDWIDE

Orders in Germany decreased 7% to €3.953 billion from €4.250 billion in the third quarter of fiscal 2001.
The net effect of acquisitions and dispositions had no effect on orders in Germany as the effect of the
deconsolidation of Infineon effective in the first quarter of fiscal 2002 was offset by the effect of the Atecs
acquisition, which was merged into Siemens in the third quarter of fiscal 2001. International orders decreased
from €19.468 billion a year ago to €15.080 billion in the third quarter fiscal 2002, a decrease of 23%. Excluding
the net effect of acquisitions, dispositions, and currency effects, international orders decreased 18%. Sales in
Germany decreased 7% to €4.212 billion, while international sales decreased 3% to €16.270 billion. Excluding
the net effect of acquisitions, dispositions, and currency effects, sales in Germany decreased 4% while
international sales rose 4%. International business accounts for approximately 80% of Siemens’ total volume.

Gross profit as a percentage of sales increased by 5.2 percentage points to 28.4% from 23.2% in the prior
year, reflecting higher margins at PG and Med in the current quarter and prior-year charges of €790 million for
~ asset write-downs at ICN and ICM. Gross profit in the prior year period includes the effect of a write-down ¢f
inventories and other assets associated with a contract cancellation in Argentina discussed in “-Net income

excluding special items” (see page 2).

Research and development expense was €1.425 billion compared to €1.822 billion a year earlier. The third
quarter of the prior year included research and development expenses of €318 million relating to Infineon. The
prior year also included IPR&D expense of €79 million related to the acquisitions of Efficient and Atecs.

Other operating income (expense), was a positive €58 million, compared to a negative €232 million last
year. Prior year other operating expense includes goodwill amortization of €183 million. Beginning October 1,
2001, Siemens adopted the provisions of SFAS 142, Goodwill and Other Intangible Assets, and no longer
amortizes goodwill.

Income from investments in other companies includes a gain on the sale of an investment in Operations,
equity losses at Infineon and Fujitsu Siemens Computers, and higher earnings from the Equity Division of SFS.
The prior year period includes losses from investments of €22 million at Infineon.

Gains on sales and dispositions of significant business interests was €3.459 billion for the three month
period ended June 30, 2001 as discussed in “-Net income excluding special items” (see page 2).

The effective tax rate on income for the third quarter of fiscal 2002 was 25%.




HIGHLIGHTS - First nine months of 2002 compared to first nine months of 2001

e Net income for the first nine months was €2.544 billion, compared to €3.186 billion in last year’s
period. Excluding special items, net income was €1.608 billion compared to net income of €651 million
in the previous year. Earnings per share were €2.86 compared to €3.60 in the previous year. (See note
below).

e Net income for the current nine months includes a net gain of €936 million on sales of shares in
Infineon, offset by Siemens’ €249 million share of Infineon’s nine-month net loss, for a net positive
effect of €687 million. Net income in the same period a year earlier included after-tax special items of
€2.535 billion, a gain from the transfer of shares in Infineon into Siemens’ domestic pension trust.

e EBIT from Operations was €2.298 billion, including restructuring charges and asset write-downs
totaling €261 million and a €90 million negative effect from the first half of the fiscal year related to the
financial crisis in Argentina. EBIT from Operations was €1.459 billion in the same period a year ago,
which included €790 million in charges for asset write-downs.

o At €62.726 billion, sales were level with the €62.460 billion in sales in the first nine months of the prior
year. Orders declined 5% to €66.854 billion compared €70.315 billion in the first nine months of fiscal
2001.

e  Operating activities provided €4.347 billion in cash for the first nine months, compared to €1.494
billion provided a year earlier. Investing activities used €1.141 million in cash, compared to €4.788
million used in the prior year. Net cash from operating and investing activities for the nine-month
period was €3.206 billion provided compared to €3.294 billion used in the comparable period last year.

Note: Beginning October 1, 2001, Siemens adopted the provisions of SFAS 142, Goodwill and Other
Intangible Assets. Accordingly, Siemens no longer amortizes gooawill. Net income for the nine months
ended June 30, 2001 included goodwill amortization of €381 million, which reduced reported earnings per
share by €0.43. For all periods presented, earnings per share reflect a stock split, at a ratio of one
additional share for every two shares owned, which took effect on April 30, 2001.

Net' income excluding special items — First nine months of 2002 compared to first nine months of 2001
(in millions of €}

Nine months ended June 30

2002 2001
Net income 2,544 3,186
Special items (net of taxes) (936) (2,535
Net income excluding special items 1,608 651

Net income excluding special items adjusts reported net income by removing certain one-time items from
results in the Operations and Financing and Real Estate segments. We adjust net income in this way to provide a
more meaningful comparison between the periods under review.

Net income excluding special items was €1.608 billion compared to net income of €651 million in the
previous year. Earnings per share excluding special items for the first nine months of fiscal year 2002 were €1.81
compared to earnings per share of €0.74 for the same period of fiscal year 2001.

Siemens recorded tax-free gains totaling €936 million on the sales of 63.1 million Infineon shares in open
market transactions during the first nine months of fiscal 2002, with proceeds of €1.522 billion. These sales
reduced our stake in Infineon to 41.3% as of June 30, 2002. (See discussion below.)
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Special items for the nine months ended June 30, 2001 included a €3.459 billion pre-tax gain as a result of
the irrevocable transfer of 93,825,225 shares of Infineon to our domestic pension trust, and a €292 million write-
down of inventories and other assets in connection with a long-term, centrally managed production and
outsourcing contract for a border control system in Argentina. Lower tax rates enacted by the tax reform passed
in Germany in October 2000 resulted in a one-time reduction of €222 million in income tax expense resulting
from the adjustment of Siemens’ deferred tax balances at October 1, 2000. This benefit was recorded in the first
quarter of fiscal 2001. After adjusting these amounts for taxes, we recorded special items totaling a gain of
€2.535 billion for the first nine months of fiscal 2001.

ACQUISITIONS AND DISPOSITIONS

Siemens completed the following transactions in the first nine months of fiscal 2002:

In the second quarter, Vodafone AG exercised its option to sell to Siemens its 50% minus two shares
stake in Atecs. In connection with this exercise, Siemens made a cash payment of €3.7 billion to
Vodafone AG.

"In January 2002, the Company sold 40 million shares of Infineon resulting in net proceeds of €966

million with a resulting net gain of €604 million. During the first quarter of fiscal 2002, the Company
sold 23.1 million shares of Infineon for net proceeds of €556 million and a tax-free gain of €332
million.

In January 2002, Siemens exercised its option to sell its remaining interest in Rexroth AG, a wholly-
owned subsidiary of Atecs classified as held-for-sale, to Robert Bosch GmbH for an adjusted equity
value of €2.2 billion. This business had been accounted for as an asset held-for-sale, and no gain or loss
was recorded in the connection with the disposition.

On December 5, 2001, we transferred 200 million Infineon shares or approximately 28.9% of Infineon’s
outstanding share capital to an irrevocable, non-voting trust under a trust agreement. Under the terms of
the trust agreement, the shares transferred to the trust may not be voted, as we have irrevocably
relinquished our voting rights in those shares and the trustee is not permitted to vote the shares it holds
in trust. We continue to be entitled to all the benefits of economic ownership of the shares held by the
trustee. The transfer on December 5, 200! reduced our voting interest in Infineon by an amount
corresponding to the number of shares transferred. Accordingly, while our ownership interest at
December 31, 2001 was 47.1%, our voting interest was 18.2%. Such voting interest, when combined
with the voting interest in Infineon shares of 13.2% held by our domestic pension trust, represents a
combined voting interest of 31.4% at December 31, 2001. Since shareholders of Infineon other than
Siemens and the pension trust own 39.7% of Infineon’s share capital, they control a majority of the
shares that may be voted at any Infineon shareholders’ meeting. The effect of the transfer of Infineon
shares into the non-voting trust is that shareholders in Infineon other than Siemens and the pension trust
have a disproportionate voting interest.

As we no longer have a majority voting interest in Infineon, we have from December 200! no longer
included the assets and liabilities and results of operations of Infineon in our consolidated financial
statements and instead account for our ownership interest in Infineon using the equity method. See
footnote 3 to the consolidated financial statements.

On November 20, 2001, the Company sold Mannesmann Sachs AG through a sale to ZF
Friedrichshafen AG. The disposition resulted in net proceeds of €716 million. This business had been
accounted for as an asset held for sale, and no gain or loss was recorded in connection with the
disposition.

EVA PERFORMANCE

Siemens continues to drive its entire management system enterprise-wide to focus on economic value added
(EVA). This includes benchmarking all our businesses against their top competitors worldwide and linking
management compensation directly to the EVA performance of the groups as well as Siemens as a whole.

EVA is defined as net operating profit after taxes minus cost of capital, which represents the minimum
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return on net operating assets. According to this concept, a business creates value only when it recovers at least
its cost of capital and furthermore delivers EVA improvements in line with capital market requirements. Because
the two major components of Siemens—Operations and Financing and Real Estate—are fundamentally different
from each other, we adjust our calculations of EVA accordingly. We use an “Operations Concept” for
Operations, and a finance concept known as RORAC (return on risk-adjusted capital) for Financing and Real
Estate. This enables us to use EVA as a consistent management metric while leaving business-specific value
drivers transparent. The EVA for Siemens worldwide is the sum of the EVA for the two components plus the net
income impact of special items.

Siemens worldwide excluding special items generated EVA of €55 million in the first nine months of fiscal
2002 compared to a negative EVA of €1.156 billion in the same period of fiscal 2001. Including the effects of
special items, EVA was a €991 million compared to a €1.379 billion in the prior year.

EVA calculation (in millions of €)
Nine months Nine months

2002 2001
Operations
EBIT from Operations .....c..cocueevuereeereceerrirereenesnarnnes 2,298 1,459
Taxes and other.......cccooviiinecercceneree e (859) [630))]
Net operating profit after taXes ..........cccceveerrecrrerecenen 1,439 948
Net capital employed .....ccccocoiniiiininceeee 18,869 30,112
Financial adjustments/average calculation’............... 4,502 (6,197)
Average net Operating assets..........oeveeereeeereenrecencnne 23,371 23,915
Capital COSt.viiiriiireierireeeriteee et see e seerennene (1.593) (1,645)
EVA for Operations .............c.cccvvimiennnnnennecenne as4) (697)
Financing and Real Estate
Income before income taxes 386 312
Taxes and other ............cccovee.n. 121 {95
Net operating profit after taxes 265 217
EQUITY .o 1,850 1,790
Capital cOSt..c..ovvrmriirreerenennn. erereere et eaeas (123) (119)
Financing and Real Estate? ...........c.ccccccooovomrrnnen. 209 _146
Siemens excluding Infineon ..............cccoocceinviinnennnns 55 (551)
EVA for Infineon3) .......cccoovviiinineneccreeris s 605
Siemens worldwide excluding special items 55 {1,156)
Special items 936 2.535
Siemens worldwide ... 991 1379

The term ,,net operating assets" equals to net capital employed except for the effects of financial adjustments and
the fact that full-year net operating assets are calculated as the average total of three fiscal quarters with a time lag
of one quarter.

IIncludes EVA for eliminations, reclassifications and Corporate Treasury.

* In Fiscal Year 2002, EVA for Infineon is included in EVA for Operations.

SEGMENT INFORMATION ANALYSIS - First nine months of 2002 compared to first
nine months of 2001

The following discussion adheres to our component model of reporting and includes an analysis of the
financial performance of our Operations segments and our Financing and Real Estate segments.

OPERATIONS
Information and Communications

EBIT at ICN for the first nine months of the fiscal year was a negative €366 million, nearly unchanged
from the €363 million loss in the first nine months of fiscal 2001. In the first three quarters of the current year,
the Group battled a widespread downturn in capital expenditures among network operators. The Group took

restructuring charges and asset write-downs in the nine-month period totaling €181 million, compared to €420
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million in charges for asset write-downs in the same period a year earlier. ICN also absorbed losses at Efficient
Networks in the U.S. The first quarter of the current year included a nonrecurring gain of €60 million, while the
first nine months of the prior year included €113 million in gains from the sale of venture capital investments.
EBIT margin fell from negative 3.9% in the first nine months a year ago to negative 5.0% in the first nine
months of fiscal 2002. Sales fell 20% year-over-year, to €7.387 billion, and orders dropped 29%, to €6.830
billion. ICN reduced its net capital employed at the end of the third quarter to €2.119 billion, compared to €3.039
billion at the end of fiscal 2001. This had a beneficial effect on the Group’s EVA, which nevertheless remains in
negative territory.

ICM performed well in a market characterized by slowing consumer demand for mobile handsets and
carrier uncertainty about future infrastructure investments. EBIT for the first nine months was positive, at €72
million, compared to a loss of €286 million in the same period a year earlier. The first nine months a year ago
included €370 million charges for asset write-downs. Restructuring charges were €63 million in the first nine
months of the current year, primarily at the Networks Division. The Mobile Phones Division sold 25.5 million
units in the first nine months, well above the amount sold in the same period a year earlier. EBIT margin
returned to positive territory, at 0.9%, compared to a negative 3.5% for the first nine months of the prior year.
Sales in the first nine months of fiscal 2002 increased to €8.364 billion, 2% higher than in the same period in the
prior year. Orders also increased 2%, to €5.002 billion, in part on the strength of a major GSM infrastructure
contract in the U.S. Net capital employed was €2.309 billion, compared to €2.607 at the end of the prior fiscal
year. ICM improved its negative EVA for the nine-month period.

EBIT at SBS for the first nine months of fiscal 2002 rose to €75 million from €45 million in the first
nine months of the prior year, a period which included a €44 million gain from the sale of an equity stake. EBIT
margin rose to 1.7% from 1.0%. Sales slipped 3%, to €4.295 billion, while orders were 1% higher, at €4.757
billion. SBS reduced its net capital employed to €429 million compared to €492 million at the end of the
preceding fiscal year. Combined with the increase in earnings, this enabled the Group to report a positive EVA
on a nine-month basis.

Automation and Control

EBIT at A&D was €504 million for the first nine months, the third-highest total among the Groups but
below the €711 million A&D earned in the first nine months of the prior fiscal year. Lower earnings resulted
from declining sales volumes and charges for restructuring, asset write-downs and other impacts in the second
quarter of the current fiscal year. The Automation Systems Division and Motion Control Division continued to
deliver strong earnings despite difficuit economic conditions, primarily in the U.S. market, which pushed sales
down 4% compared to the first nine months of the prior year, to €6.227 billion, and orders down 6%, to €6.610
billion. While A&D’s year-over-year reduction in earnings had a corresponding effect on EVA performance, the
Group reduced its net capital employed to 2.409 billion and its EVA remained high.

EBIT at 1&S fell €85 million from first nine months a year ago to a negative €69 million for the first
nine months of fiscal 2002, as the Group took restructuring measures relative to ongoing weakness in the market
for industrial solutions. EBIT margin in the first nine months fell to a negative 2.2% compared to a positive level
in the same period a year earlier. The Group’s order backlog kept sales nearly unchanged at €3.178 billion for
the nine-month period, while orders fell 10% to €3.174 billion. The eamnings decline combined with increased
net capital employed pushed EVA at I&S further into negative territory.

SD posted EBIT of €35 million for the first nine months, compared to a loss of €24 million in the first
nine months a year earlier, a period which included higher costs related to the integration of acquired businesses
and contract loss accruals. In contrast, SD was profitable in all three quarters of fiscal 2002, despite the task of
integrating the Dematics businesses acquired from Atecs and a steep drop in business at the Electronic Assembly
Division due to a prolonged slump in the market for telecommunications equipment. EBIT margin for the first
nine months was positive, at 1.5%, compared to the negative level in the prior-year period. Consolidation of the
Dematic businesses lifted SD’s sales for the first nine months 37% year-over-year, to €2.291 billion, and
elevated orders 68%, to €2.198 billion. Net capital employed increased to €1.024 billion, but higher eamings
kept SD’s negative EVA virtually unchanged.

SBT’s EBIT for the first nine months was €108 million, up from €93 million in the first nine months of
fiscal 2001, a period which included €31 million in non-recurring charges. EBIT margin increased from 2.4% to
2.7% year-over-year. Sales rose 3%, to €4.005 billion, while orders edged down 1%, to €4.150 billion, reflecting
weakness in the Group’s European market. SBT’s net capital employed decreased to €1.906 billion for the nine-
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month period, compared to €2.241 at the end of fiscal 2001. This change coupled with higher eamings improved
the Group’s EVA, which remained negative.

Power

PG delivered EBIT of €1.228 billion for the first nine months, an increase of €796 million over the
same period a year earlier. Higher capacity utilization and increased efficiency enabled PG to push its nine-
month EBIT margin to 17.2%, nearly ten points higher than in the prior-year period. The current period includes
a positive €119 million effect resulting from updated estimates of project completion performance. Brisk
conversion of its order backlog to current business enabled PG to increase sales 21% for the first nine months, to
€7.148 billion, compared to €5.912 billion a year earlier. The approaching end of the gas turbine energy boom in
the U.S. was reflected in a sharp year-over-year decline in orders in the third quarter. As a result, orders for the
first nine months of fiscal 2002 were €9.146 billion, 7% lower than in the same period a year earlier. A
countervailing trend was the broader geographic balance within PG’s order backlog, which stood at €21.5 billion
including reservation fees at the nine-month mark and included fiscal 2002 orders from Asia, Europe, Russia,
Latin America, and the Caribbean. Net capital employed rose but remained well within negative territory due to
advances from customers, enabling PG’s outstanding earnings performance to have a correspondingly positive
effect on EVA. :

EBIT at PTD for the first nine months improved to €93 million from €57 million in fiscal 2001, despite
first-quarter charges totaling €22 million during the current year, primarily at the Metering Division. EBIT
margin for the first nine months rose a full point, to 3.1%, as the Group benefited from previously initiated cost-
reduction programs. Conversion of prior orders to current business, particularly at the High Voltage Division,
pushed nine-month sales up 9% in comparison to the prior-year period. While order growth slowed in the second
and third quarters, orders for the first nine months still jumped 21%, to €3.635 billion, compared to the same
period a year earlier. Net capital employed increased, but PTD’s earnings improvement enabled it to move its
EVA to within single digits of breakeven on a nine-month basis.

Transportation

TS increased its EBIT for the first nine months to €173 million, up from €127 in the same period of
fiscal 2001. EBIT margin also improved, from 4.4% to 5.5%, as TS continued to increase productivity. Nine-
month sales rose to €3.123 billion, an 8% increase year-over-year. Orders of €3.832 billion kept the Group’s
backlog above €11 billion, although the level of orders for the nine-month period was Jower than a year ago
when a single order in the U.K., for 1200 railcars, was valued at €1.600 billion. In the current year, TS booked
major orders for a turnkey subway system in Bangkok and vehicles in China, Europe, and the U.S. TS held its
net capital employed level with the end of the previous fiscal year, enabling its EVA to rise significantly on the
strength of improved earnings.

Nine-month results at SV show the Group making progress in integrating its VDO businesses from the
Atecs acquisition. With improved earnings in each quarter, plus a gain of €56 million on the sale of its
Hydraulik-Ring business, SV posted nine-month EBIT of €80 million. For comparison, SV lost €103 million in
the first nine months of the prior year, which included a €35 million charge related to divestment of its wiring
harness business and high development costs for its advanced diesel injection systems and navigation systems.
EBIT margin moved into positive territory, at 1.2%. At €6.463 billion, sales and orders increased 70% year-over-
year due to addition of the VDO businesses. Net capital employed also increased, however, reaching €3.519
billion at the end of the third quarter and keeping SV’s EVA well into negative territory.

Medical

EBIT at Med for the first nine months climbed 23%, to €717 million, from €583 million for the same
period a year earlier. EBIT margin rose to 13% from 11.2%, as high demand for the Med’s imaging systems
continued to bolster margins. Sales increased 6% to €5.522 billion. At €6.027 billion, orders increased more
slowly compared to the first nine months of the prior year, which included an unusually high level of orders
booked at the Group’s newly acquired Shared Medical Systems unit. Higher earnings coupled with improved net
capital employed, at €3.587 billion, substantially increased Med’s EVA.
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Lighting

The overall economic climate in the lighting market remained weak throughout the first nine months,
limiting Osram’s EBIT for the period to €270 million, 24% lower than nine-month EBIT of €356 million in
fiscal 2001. The year-over-year comparison is also influenced by one-time non-operating gains of €23 million in
the first quarter of the prior year. Severe pricing pressures forced a decline in EBIT margin for the first nine
months, to 8.2%, compared to 10.3% a year ago. Sales decreased 4%, to €3.310 billion. Lower eamings and a
modest increase in net capital employed combined to reduce the Group’s EVA, which remained positive.

Corporate, eliminations (Operations) and Reconciliation to Financial Statements

EBIT for Corporate, eliminations was a negative €622 million compared to a negative €185 million a year
ago. Corporate items for the first nine months of fiscal 2002 were a negative €504 million, compared to a
negative €653 million in the comparable period a year earlier. As previously announced, non-allocated pension-
related income (expense) of negative €179 million was negatively affected by changes in pension trust net asset
values and lower return assumptions established for the current fiscal year. This line item was a positive €170
million in the prior-year period. Investment earnings were €178 million compared to €144 million a year earlier.
The current period includes gains on the sale of two investments totaling €133 million. The prior year nine-
month period includes a loss on the sale of a domestic equity and debt security fund offset by gains on the sale of
marketable securtities. Eliminations, other for the nine-months ended June 30, 2002 includes the effects of the
positive resolution of certain asset disposal contingencies.

Reconciliation to Financial Statements. Other interest expense was €106 million for the first nine
months of fiscal 2002 compared to €198 million a year earlier. Goodwill amortization and IPR&D expenses
were €490 million in the period ending June 30, of fiscal 2001. This amount includes IPR&D expenses of €126
million related to the acquisition of Acuson, Efficient and Atecs. In accordance with changes in U.S. GAAP,
goodwill is no longer amortized. This became effective for Siemens beginning in fiscal 2002. Gains on sales and
dispositions of significant business interests and other special items are discussed on page 7 under “Net income
excluding special items.”

FINANCING AND REAL ESTATE

Income before income taxes at SFS rose to €166 million for the first nine months, from €143 million in
the same period of fiscal 2001. Both periods included investment-related gains, with current-year gains from
investment income through Siemens Project Ventures and prior-year gains resulting from sales of equity stakes
in India and the US. The Group’s total assets were €8.640 billion at the end of the third quarter, and its positive
EVA moved higher due to increased income before income taxes.

At SRE, income before income taxes climbed to €220 million for the first nine months of fiscal 2002,
compared to €169 million in the same period a year earlier. SRE took control of most of SBT’s real estate
properties beginning in the first quarter, a shift that helped increase total assets to €3.734 billion. Higher eamings
substantially increased the Group’s positive EVA.

CONSOLIDATED STATEMENTS OF INCOME - First nine months of 2002 compared to
first nine months of 2001

OPERATIONS

Net sales for Siemens worldwide were €62.726 billion compared to €62.460 billion in the first nine months
of the prior fiscal year. Within that total, net sales from Operations increased 5% to €61.778 billion compared to
€58.740 billion in the same period a year earlier.

Gross profit as a percentage of sales was 27.7% compared to 27.8% in the same period a year earlier. Within
this development, higher margins at PG and Med were offset by lower margins at A&D and 1&S. Gross profit in
the prior year period includes the effect of a write-down of inventories and other assets associated with a contract
cancellation in Argentina discussed in “-Net income excluding special items” (see page 2).

Research and development expense as a percentage of sales was 6.8% compared to 6.7% a year earlier.
Marketing, selling and general administrative expenses as a percentage of sales dropped significantly, from
19.5% to 17.6%, due to reduced outlays for marketing and lower provisions for accounts and loans receivable.
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The same period of the prior year included higher loans receivable provisions including a write-down of a loan
related to Winstar Communications, Inc..

Other operating income (expense) was a positive €16 million compared to a positive €160 million last year.
The current period includes a €60 million non-recurring gain at ICN in the first quarter and a €56 million gain on
the sale of Hydraulik-Ring by SV. The prior year period included the effects of positive resolution of certain
asset disposal contingencies.

Income from investments in other companies was a positive €136 million compared to a negative €42
million in the prior-year period, which included a loss of €209 million on the sale of a centrally managed
investment. The current year includes Siemens’ share of the loss of Infineon as well as a €133 million gain on
the sale of two investments.

Income from financial assets and marketable securities was a positive €52 million compared to a positive
€335 million in the first nine months of last year. Last year included a gain of €227 million on the sale of
marketable securities from the centrally managed equities portfolio as well as gains of €113 million from the sale
of venture capital investments at ICN, offset by €119 million in charges from write-downs of marketable
securities, that suffered a material decline in value which we have determined to be other than temporary.

Interest income (expense), net of Operations, net for the first nine months was €73 million compared to net
interest income of €45 million in the first nine months a year earlier.

EBIT from Operations for the first nine months of fiscal 2002 was a positive €2.298 billion, compared with
a positive €1.459 billion for the first nine months of fiscal 2001, which included €790 million of charges for
asset write-downs.

Other interest expense for the first nine months was €106 million, compared to other interest expense of
€198 million in the first nine months of 2001, a period which included interest expense on a €3.5 billion liability
relating to the acquisition of Atecs. Lower interest expense in the current period also reflects lower overall debt
levels and lower interest rates.

In the first nine months of last year, Siemens recorded €490 million in goodwill amortization and purchased
IPR&D expenses of Operations. IPR&D was comprised of €126 million relating to the acquisition of Acuson,
Efficient and Atecs.

Gains on sales and dispositions of significant business interests include gains of €936 million resulting from
the sale of 23.1 million Infineon shares during the first quarter and an additional 40 million shares in the second
quarter in open market transactions. Gains on sales and disposition of significant business interests in the prior
year included the gain resulting from the irrevocable transfer of 93.8 million Infineon shares into our domestic
pension trust. Other special items include the write-down of inventories and assets associated with a contract
cancellation in Argentina discussed in “—Net income excluding special items.” (see page 7)

FINANCING AND REAL ESTATE

Sales from Financing and Real Estate increased [ 1% to €1.628 billion for the first nine months compared to
the same period in 2001. Marketing selling and general administrative expenses decreased €25 million to €213
million. Other income (expense), net was €118 million compared to €94 million last year. Net interest income
was €57 million compared to €61 million in the prior year. Income from investments in other companies
increased €36 million to €42 million in first nine months of fiscal 2002, reflecting higher income from
investments at SFS’ Equity Division. Income before income taxes for the first nine months increased to €386
million compared to €312 million for the same period of fiscal 2001.

ELIMINATIONS, RECLASSIFICATIONS AND CORPORATE TREASURY

For a definition of items included in this component, see page 6.

SIEMENS WORLDWIDE

Orders in Germany decreased 5% to €13.571 billion from €14.305 billion in the first nine months of fiscal
2001, including the net effect of acquisitions and dispositions. Excluding this effect, orders in Germany
decreased 7%. International orders decreased from €56.010 billion a year ago to €53.283 billion in the first nine
months of this vear, a decrease of 5%. Sales in Germany decreased 3% to €13.237 billion, while international
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sales rose 1% to €49.489 billion. Excluding acquisitions, dispositions, and currency effects, international sales
rose 3% and sales in Germany decreased 4%. International business accounts for approximately 80% of
Siemens’ total volume.

Gross profit margin decreased by 0.3 percentage points to 27.8% from 28.1% in the prior year. Higher
margins at PG and Med were offset by lower margins at [CN, A&D and I&S in the first nine months of fiscal
2002. The prior year period reflects charges of €790 million for asset write-downs at ICN and ICM.

Research and development expense was €4.398 billion compared to €4.947 billion a year earlier. The prior
year included Research and development expenses of €845 million relating to Infineon.

Other operating income (expense), was a positive €62 million, compared to a positive €50 million last year.
Prior year other operating expense includes goodwill amortization of €381 million. Beginning October 1, 2001,
Siemens adopted the provisions of SFAS 142, Gooawill and Other Intangible Assets, and no longer amortizes
goodwill.

Gains on sales and dispositions of significant business interests was €936 million and €3.459 billion for the
nine months period ended June 30, 2000 and June 30, 2001, respectively, as discussed in “-Net income
excluding special items” (see page 7).

The effective tax rate on income for the first nine months of fiscal 2002 was approximately 22%, which was
positively impacted by the tax-free sales of Infineon shares. The effective tax rate on income for the first nine
months of fiscal 2001 was approximately 23.5%. In fiscal 2001, lower income tax rates mandated by the tax
reform passed in Germany in October 2000 resulted in a one-time reduction of €222 million in income tax
expense resulting from the adjustment of Siemens’ deferred tax balances at October 1, 2000.

LIQUIDITY AND CAPITAL RESOURCES

The following discussion adheres to our component model of reporting and includes an analysis of cash
flow and related balance sheet effects in our Operations and Financing and Real Estate components.

Cash Flow

Net cash provided by the operating activities of the Operations component for the first nine months of -

fiscal 2002 totaled €4.202 billion compared to €996 million used in the same period of fiscal 2001. This
development was driven by higher net income excluding special items and improved development of working
capital compared to the same period of the prior year. Net income in the first nine months of fiscal 2002 includes
gains of €936 million on sales of shares of Infineon. These gains are eliminated from net cash provided by
operating activities and the proceeds of the sale are included in net cash provided by investing activities. The
prior year included a €3.459 billion pre-tax gain resulting from the irrevocable transfer of 93.8 million Infineon
shares into our domestic pension trust. The non-cash gain on the transfer is eliminated from net cash provided by
operating activities. The prior year includes the elimination of gains resulting from the adjustment of deferred
taxes due to the enactment of lower tax rates in Germany as well as gains on the sale of marketable securities.
Net working capital (defined as current assets and current liabilities) provided €274 million in the current fiscal
year compared to cash used of €1.402 billion in the first nine months of fiscal 2001. The current year period
reflects significant reductions in accounts receivable and other current assets which offset decreases in accounts
payable and accrued liabilities. The prior year period included significant increases in inventories, primarily at
our Information and Communications businesses as well as increased accounts receivable and other current
assets.

Net cash used in investing activities within Operations was €684 million, compared to net cash used of
€2.855 billion in the first nine months of fiscal 2001. Additions to property, plant and equipment and purchases
of investments were €606 million lower than in the same period last year. Atecs transactions partiaily offset each
other as a cash payment of €3.7 billion to Vodafone AG was balanced by €3.1 billion received in proceeds from
the disposition of Atecs businesses held-for-sale, (primarily Rexroth). Sales of Infineon shares in the first nine
months of fiscal 2002 generated proceeds totaling €1.522 billion. The prior year included cash outlays related to
the purchase Efficient, Acuson and an advance deposit in connection with the purchase of Atecs offset by
proceeds from the sale of an interest in a domestic equity and fixed income fund.

Net cash provided by operating activities within the Financing and Real Estate component for the first
nine months of 2002 was €589 miltion compared to €340 million in the same period of fiscal 2001. Higher net
income and the development of current assets and current liabilities accounted for most of the difference.
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Net cash used by investing activities in Financing and Real Estate was €206 million compared to net cash
used of €229 million for the same period a year earlier, which included higher proceeds, net of collections from
the sale of accounts receivable. During the current nine months period, collections on previously sold accounts
receivable outpaced new sales by €462 million. Finance receivables, primarily related to leasing, decreased in
the current nine month period, compared to a significant increase in the same period of last year.

Net cash provided by operating activities of Siemens worldwide totaled €4.347 billion compared to €1.494
billion for the first nine months of fiscal 2001. Net working capital used only €358 million of cash in the first
nine months of fiscal 2002 compared to €1.646 billion in the first nine months of fiscal 2001.

Net cash used in investing activities of Siemens worldwide was €1.141 billion in the first nine months of
fiscal 2002 compared to net cash used of €4.788 billion last year. Capital expenditures including the purchase of
investments and excluding acquisitions were €2.867 billion, down €2.453 billion compared to €5.320 billion in
the first nine months a year earlier, a period which included €1.960 billion in capital expenditures at Infineon.

Net cash provided by operating and investing activities of Siemens worldwide was €3.206 billion compared
to net cash used of €3.294 billion a year earlier.

Net cash used by financing activities for Siemens worldwide was €1.456 million compared to net cash
provided of €1.689 billion in the first nine months of fiscal 2001. The current period included the payment of
dividends of €888 million and €809 million for repayment of debt. The prior year period included the proceeds
received through the issuance of two bonds with a total volume of €4.0 billion, partially offset by dividends of
€1.412 billion and repayments of debt amounting to €922 million.

For Siemens worldwide, cash and cash equivalents for the period increased €1.246 billion to €9.048
billion as a result of the factors noted above as well as the deconsolidation of Infineon and currency translation
effects.

Capital Resources and Capital Requirements

Siemens is committed to a strong financial profile, characterized by a conservative capital structure and
excellent financial flexibility.

Standard & Poor’s and Moody’s Investors Service rate our long-term corporate credit AA- and Aa3,
respectively, both including a stable outlook. Their ratings for our short-term corporate credit and commercial
paper are A-1+ and P-1, respectively. The ratings for our long- and short-term corporate credit reflect the
confidence of the major debt rating agencies in our well diversified operations, our leading market position in
many industries, an expectation of continued financial performance, and our continuing commitment to a strong
balance sheet and broad financial flexibility.

Recently, the rating agencies have focused more specifically on an assessment of liquidity risk. Moody’s
most recent liquidity risk assessment for Siemens as of June 20, 2002, views the liquidity profile of the Company
as “very healthy.”

Capital resources at June 30, 2002 included €9.0 billion in cash and cash equivalents, and €616 million in
available-for-sale marketable securities, (primarily our interest in Epcos AG). In addition, our remaining shares
in Infineon with a market value (based on actual share price at June 30, 2002) of approximately €4.6 billion
could be seen as an additional source of cash. In addition, Siemens has established SieFunds, a Special Purpose
Entity (SPE), to securitize accounts receivable. (See a full discussion of SieFunds on page 18) Siemens continues
to place a high priority on management of cash flows from operating and investing activities, including the
strategic impact on cash flows of divestments and acquisitions.

Capital requirements include normal debt service, regular capital spending, and cash requirements for
provisions and accruals. Approximately €1.7 billion of debt including commercial paper is scheduled to become
due in the next twelve months. Planned capital spending programs have been reduced in line with more difficult
market conditions. In addition, the deconsolidation of Infineon at the end of the first quarter of fiscal 2002,
which had accounted for a substantial percentage of overall capital expenditures of Siemens worldwide, has
resulted in considerably lower capital expenditures compared with previous periods. Our shareholders’ equity at
June 30, 2002 was €25.2 billion, an increase of €1.4 billion since September 30, 2001. We have authorization
from our shareholders to repurchase up to 10% of our outstanding shares at any time until July 16, 2003. We
have no immediate plans to exercise this authorization.

Principal Sources of Liquidity

In addition to the substantial capital resources noted above, Siemens has €4.4 billion in unused committed

15

18




lines of credit, which Siemens refers to as backstop facilities. Also, our available commercial paper programs
currently include U.S.$3 billion (recently increased from $1.6 billion) and €3 billion (also increased from €1.5
billion) in the U.S. domestic and euro markets, respectively. We also have a medium-term note program of €5
billion in Europe that was increased in April 2002 from €3.5 billion. Our commercial paper is typically issued
with a maturity of between 20 to 50 days.

Our unused backstop facilities are available in the unlikely event that we are unable to access commercial
paper or medium-term notes markets. The backstop facilities at our disposal include a U.S.$3.0 billion multi-
currency revolving loan facility expiring May 2007 provided by a syndicate of international banks, an aggregate
of €1 billion revolving loan facility expiring February 2004 provided by two domestic banks, and a €400 million
revolving loan facility expiring in July 2006 provided by a domestic bank. The U.S $3.0 billion backstop facility
was established during the third quarter of the current fiscal year and replaced a U.S.$2.0 billion facility. Each of
the backstop facilities denominated in Euro contain a standard Material Adverse Change clause of the type
typically included in low-risk backstop facility agreements, whereas the new backstop facility denominated in
U.S. dollars does not contain such a clause.

Neither our commercial paper and medium-term note programs nor our backstop facilities have specific
financial covenants such as rating triggers or interest coverage, leverage or capitalization ratios that could trigger
remedies, such as acceleration of repayment or additional collateral support, except in the case of nonpayment of
amounts when due.

In addition to these sources of liquidity, Siemens constantly monitors funding options available in the capital
markets as well as trends in the availability and cost of such funding, with a view to ensuring excellent financial
flexibility and limiting undue repayment risks. For example, in August 2000, the Company issued €2.5 billion in
exchangeable notes and in June 2001 we issued medium-term and long-term bonds resulting in net proceeds of
approximately €4 billion. Most of the proceeds were used to reduce our commercial paper funding and to
refinance bonds coming due in the subsequent 18 months after the issuance of the bonds. The remainder of the
proceeds resulted in an increase in liquidity levels giving more coverage for refinancing needs.

Our Financing and Real Estate businesses are also a key element in our financial management activities.
SFS administers structures that allow Siemens to raise funding either by issuing asset-backed securities under
our SieFunds program, or alternatively by selling portfolios of receivables directly to banks. At June 30, 2002,
€404 million of accounts receivable were outstanding under both alternatives. This amount does not include
Siemens’ retained interests in the receivables. The Company intends at the moment to limit the amount of
outstanding accounts receivable under both alternatives to about €1 billion. The average outstanding balance
during the last nine months was approximately €700 million. Although asset securitization is not a primary
source of funding for Siemens, we have provided a full discussion of the structure of these arrangements on page
18.

Contractual Obligations and Commercial Commitments

In the ordinary course of business, Siemens’ primary contractual obligations regarding cash involve debt
service as well as operating lease commitments. Other commercial commitments, including primarily guarantees
of credit of third parties, are contingent upon the occurrence of specific events. Commercial commitments also
include guarantees involving customer financing arrangements and our SieFunds program (see below).
Following is a detailed discussion of these contractual obligations and commercial commitments.

The following table summarizes contractual obligations for future cash outflows as of June 30, 2002:

Pavments due by period (€in millions)

Total Less than 1 1-3 years 4-5 years After 5
Contractual Obligations year __years
Debt 11,460 1,743 438 6,142 3,137
Operating leases 2.522 383 742 s 886
Total contractual cash obligations 13982 2,126 1,180 6,653 4,023

Debr—At June 30, 2002, Siemens worldwide had €11,460 billion of short- and long-term debt, of which
€1,743 billion becomes due within the next 12 months. Included in the total short-term debt is €315 million of
short-term commercial paper. The remainder is represented by bonds and other loans from banks becoming due
within the next 12 months. The weighted average maturity of our long-term capital market bonds and notes due
after one year was 5.1 years. At September 30, 2001, total debt was €12.610 billion

Siemens raises funds in the capital markets for the entire company, including the Financing and Real Estate
component, solely through its Corporate Treasury. Corporate Treasury then lends funds to the Operations and
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Financing and Real Estate components as intracompany financing. Under this approach, €8.382 billion of total
company debt is directly attributable to the Financing and Real Estate component and the remainder to
Operations at June 30, 2002. This reflects the typically higher degree of leverage in the financial services
industry. Both Moody’s and Standard and Poor’s accept and recognize higher levels of debt attributable to
captive finance subsidiaries in their determination of individual long-term and short-term ratings of the
Company. At September 30, 2001, €8.877 billion was attributable to the Financing and Real Estate component
out of total company debt of €12.610 billion. As of June 30, 2002 and September 30, 2001, the Financing and
Real Estate component additionally held €483 million and €539 million in short-term and long-term debt from
external sources.

Our notes and bonds contain no specific financial covenants such as rating triggers or interest coverage,
leverage or capitalization ratios that could trigger a requirement for early payment or additional collateral
support, except in the case of nonpayment of interest or principal.

As of June 30, 2002 the Financing and Real Estate component’s debt to equity ratio was approximately 5:1,
appropriate to the leveraged nature of this business.

The components of debt for Siemens worldwide at June 30, 2002 were as follows:

(€ in millions) Short-Term  Long-Term
Notesand bonds.........oeiiiiiiiiiiiii e 298 8,926
Loans from banks ........ccccvviiiiviieieenie e st ere et 892 180
Other financial indebtedness ..........cocoecevvvrvrvvermreerevirnereeeeennaes 437 429
Obligations under capital leases 116 _182
SUBLOALL....eee e et 1.743 9.717
Total debt ..o 11,460

Operating leases—At June 30, 2002, the Company had a total of €2.522 billion in future payment
obligations under noncancellable operating leases with an original term in excess of one year.

The following table summarizes contingent commercial commitments as of June 30, 2002:

Amount of commitment expiration per period (€ in millions)
Total amounts  Less than | 1-3 years 4-5 years After 5

Other commercial commitments committed year years
Lines of credit 427 427 — — —
Guarantees 3,585 2,742 232 57 554
Other commercial commitments 1.567 64 1.202 20 281
Total commercial commitments 5,579 3,233 1434 pal 835

Lines of Credit—As a June 30, 2002, Siemens provided a liquidity line of €427 million in connection with
asset securitization through SieFunds. In addition, SieFunds has made arrangements for liquidity lines from third
parties independent of Siemens.

Guarantees—Guarantees are principally represented by performance bonds, guarantees of advances
received related to long-term contracts and those issued in connection with long-term vendor financing
arrangements (see also Customer Financing below, page 20). The €3.585 billion total in the table above includes
€472 million in customer financing guarantees and €170 million in guarantees related to our SieFunds program.
In the event that it is probable that Siemens will be required to satisfy these guarantees, provisions are
established. Most of the guarantees have fixed or scheduled expiration dates, and in actual practice such
guarantees are rarely drawn. Guarantees also include an amount of €0.7 billion related to the sale of our defense
electronics business in 1998 recently reduced from €1.5 billion. We expect the remainder of this guarantee to be
returned and cancelled in the next three months.

Other commercial commitments—The Company has commitments related to vendor financing arrangements
represented by approved but unutilized loans and guarantees of approximately €1.049 billion at June 30, 2002.
(See Customer Financing, page 20.) Siemens also has commitments to make capital contributions of €110
million through Siemens Project Ventures, (SPV) in connection with investments whose primary goal is the
development of infrastructure projects. At June 30, 2002, Siemens had a small portfolio of nine infrastructure
projects, seven in the power business and two in the telecommunications business. The largest such commitment
relates to a power generation project in Indonesia, Jawa Power. In connection with such projects, Siemens
purchases insurance that covers certain specific project risks, especially political risks. At June 30, 2002, the net
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equity investment in these projects totaled approximately €270 million. Other than capital contributions,
Siemens has no other commercial commitments related to these projects.

The Company also has commitments to make capital contributions totaling €290 million to certain project
companies and to venture capital investments. Other commercial commitments also include €118 million in
discounted bills of exchange.

Provisions—In the ordinary course of business Siemens establishes various types of provisions. Projected
cash requirements related to provisions for contract losses over the next twelve months total approximately €1.0
billion. (For a discussion of potential contract losses, see the fiscal 2001 Form 20-F, page 98).

Off balance sheet arrangement

Although not a principal source of liquidity for Siemens, asset securitization, together with limited direct
sales of receivables to banks, are a supplemental enhancement to our financing strategy and demonstrate an
aspect of our flexible funding approach. SFS has currently limited the maximum amount of outstanding accounts
receivable that it administers under both alternatives to about €1 billion.

Asset securitization involves the repackaging of accounts receivable into securities that are sold in the
commercial paper market. This requires the separation of the credit risk of the accounts receivable from the
credit risk of the originator (i.e., Siemens) through the sale of the accounts receivable to a non-consolidated
special purpose entity. To fund the purchase price payable to the originator, the special purpose entity issues
commercial paper. The commercial paper is secured by and repaid with the future cash flows generated by the
accounts receivable. To increase investor confidence in the securitization the originator (seller) of the accounts
receivable generally retains a subordinated interest in the receivables equivalent to esiimates of potential loss
exposure. Such subordinated interests also enhance the credit rating of the commercial paper issued. For
accounts receivable originated by Siemens, this interest amounts to 6-8% of the receivables sold, or
approximately €38 million at June 30, 2002. Retained interests are collected by Siemens after the underlying
receivables are settled.

Additionally, Siemens provides a transaction-specific letter of credit to SieFunds for possible losses
exceeding the amount of the retained interests in receivables originated by Siemens and third parties.
Furthermore, Siemens also provides a program-wide letter of credit which covers additional contingent
liabilities. At June 30, 2002, these letters of credit amounted to €170 million, approximately 17% of the total
receivables held by SieFunds. We believe the likelihood is remote that these letters of credit would be accessed.
Both letters of credit are included in the total amount of guarantees noted on page 17 above.

Finally, Siemens provides liquidity lines to SieFunds. In the unlikely event that SieFunds could not obtain
refinancing in the commercial paper market, Siemens has agreed to lend SieFunds an amount covering this
liquidity risk exceeding the amount of the transaction-specific letter of credit noted above and liquidity support
provided by third parties. These liquidity lines amounted to €427 million at June 30, 2002. We believe, however,
based on historical experience that the likelihood that SieFunds would draw down these liquidity lines is remote.

The SieFunds structure includes two types of special purpose entities. The first entity purchases the accounts
receivable and meets the accounting criteria for a qualifying special purpose entity (QSPE). A qualifying entity’s
activities must be restricted to passive investment in financial assets and issuance of beneficial interests in those
assets. The second SieFunds entity is a multi-seller commercial paper conduit which purchases beneficial
interests in the accounts receivable of the QSPE and finances these purchases by issuing commercial paper. This
second entity is not a QSPE. SFS is the administrator of both the commercial paper conduit and the QSPE.
Under current U.S. GAAP, neither of these special purpose entities are consolidated in Siemens’ financial
statements. Proposals currently under consideration by the Financial Accounting Standards Board (FASB) would
change the criteria for consolidation of such entities by their administrator and/or the transferor of the
receivables. As Siemens currently assumes both of these roles for SieFunds, such changes if adopted by the
FASB, would require Siemens to consolidate SieFunds in its current structure in the future.

At June 30, 2002, SieFunds held accounts receivable originated by Siemens of €441 million. The
commercial paper issued by SieFunds have always received the highest available ratings from Standard & Poor’s
and Moody’s of A-1+ and P-1, respectively.

Pension plan funding

Pension benefits provided by Siemens are currently organized primarily through defined benefit pension
plans which cover virtually all of our domestic employees and the majority of our foreign employees. The
domestic (German) pension plans as well as the most significant foreign plans are funded with assets in external
pension trusts that have been segregated and restricted in order to fund Siemens’ obligations under the defined
benefit plans.
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At June 30, 2002, the overall funding status shows underfunding of €5.1 billion, as the estimated projected
benefit obligation (PBO) of €18.7 billion exceeded the fair value of plan assets which total €13.6 billion. This
represents a further deterioration in funding status compared to September 30, 2001, and is due primarily to the
decrease in the fair value of plan assets from €14.8 billion to €13.6 billion (therein domestic pension trust from
€9.5 billion to €9.3 billion) as a result mainly of the negative performance of international equities markets in the
third quarter of fiscal 2002 which offset the positive development eariter in fiscal 2002.

As of September 30, 2001, the accumulated benefit obligation (ABQO) for some of our defined benefit
pension plans (particularly for the domestic pension plans) exceeded the fair value of plan assets. The ABO
represents the present value of the future obligation without consideration of future salary increases. This amount
was €12.4 billion (therein €12.2 billion for the domestic pension plans) as of September 30, 2001. Also at year
end, the fair value of the related plan assets was €9.7 billion (€9.5 billion for the domestic pension trust). This
resulted in an underfunding of the ABO in the amount of €2.7 billion. Taking into account a previously recorded
prepaid pension asset of €3.8 billion, originating at the time of the transfer of Infineon shares to the domestic
pension trust in the previous fiscal year, this underfunding led to the recognition of an additional minimum
liability adjustment of €4.0 billion, net of tax, directly against other comprehensive income within shareholder’s

equity.

Pension plan assets of the domestic pension trust are primarily invested in international equity and fixed
income security funds, a real estate fund, and in 91.3 million shares or 13.2% of Infineon Technologies AG.

We did not contribute to the domestic pension trust during the nine month period ended June 30, 2002.
Future funding decisions for the domestic pension trust will be made giving due consideration to developments
affecting plan assets and pension liabilities. Our strong liquidity position provides us with ample resources to
effect additional funding as we deem appropriate. Our funding policy for most of the foreign pension plans is to
contribute the minimum amount required by applicable law plus such additional amounts as we may determine
to be appropriate.

For the nine months ended June 30, 2002, net periodic pension cost was €305 million (including €141
million for the domestic pension plans) compared to a net periodic pension income of €38 million in the
comparable period of the prior fiscal year. The increase in net periodic pension cost is mainly attributable to the
domestic pension plans. As of September 30, 2001, unrecognized losses of the domestic pension plans exceeded
the 10% corridor limitation, which resulted in an amortization of such losses into expense of €158 million for the
first nine months of the current fiscal year. Additionally, we adjusted the expected return on plan assets actuarial
assumption for the domestic pension trust from 9.5% in 2001 to 8.25% in 2002 in order to reflect an expected
decline in future investment performance.

Due to recent further declines in market valuation levels, and absent any additional funding of the plans, we
now expect our annual net periodic pension expense to increase further by approximately €400 million in fiscal
2003. This estimate considers assumptions of average market values of plan assets over the four quarters of
fiscal 2002. The Company uses the average of historical market values of plans assets over the four preceding
fiscal quarters in the determination of plan asset fair values at the fiscal year-end. A 1% change in the expected
return on plan assets assumption would result in an increase/decrease of this amount by €100 million assuming a
constant net asset value of plan assets based on levels at June 30, 2002. Evidence of significant changes in
investment performance or change in the portfolio mix of invested assets can indicate a necessity to change the
assumption of expected return on plan assets. Changes in other pension plan assumptions such as the discount
rate can also materially impact net periodic pension expense.
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CUSTOMER FINANCING

The following table presents our customer financing commitments at June 30, 2002 and September 30, 2001:

Tota) Joans and guarantees Thereof
Loans Guarantees
June 30, September 30, September 30, September 30,
(in € bitlion) 2002 2001 June 30, 2002 2001 June 30, 2002 2001
Approved commitments 2.6 2.5 2.0 1.6 0.6 0.9
Utilized ......coocceivivivirainincorieceiainns 1.6 1.7 1.1 1.0 0.5 0.7
not Utilized..........cocovvveeererersvonniniiann, 1.0 0.8 0.9 0.6 0.7 0.2
Commitments under negotiation.. 0.2 0.8 0.2 0.8 — —_
TOtAL oot ereesr s 2.8 33 22 24 0.6 09

Siemens’ strong financial profile enables the Company to selectively assist customers in arranging financing
from various third party sources, including export credit agencies. Market demand and industry practices,
particularly in the telecommunication equipment area, require Siemens increasingly to assist customers in this
regard, in order to be awarded supply contracts. The Company also provides direct vendor financing and grants
guarantees to banks in support of loans to Siemens customers. Siemens may enter into a combination of the
above arrangements. Siemens evaluates such financing requirements on a very selective basis and has forgone
and will continue to forgo new business contracts if the financing risks are not justifiable.

According to our credit approval process, the Corporate Executive Committee of the Managing Board must
approve all customer financing projects of the Operations groups that exceed €25 million for customers with an
investment-grade financing risk and €12.5 million for customers with a non-investment financing risk. In
reviewing requests for such financings, which generally carry a substantially higher risk element than is incurred
in the ordinary course of our business, we take into account various business aspects as well as financial risk
factors. The financial risk factors are analyzed under a comprehensive standard risk assessment model
comparable to those used by international banks. Such models are primarily driven by the rating of the customer.
Absent a rating, we internally assess the credit-worthiness of the customer and the feasibility of the particular
project, provided the cash flow of the project will be the primary source for the debt service. Independent of the
Operations groups, SFS conducts this risk assessment in support of the decision-making role of the Corporate
Executive Committee. The Operations groups retain overall business responsibility for such financing
arrangements, which impact their net capital employed asset base.

Currently approved and contractually committed financing totals approximately €2.6 billion relating
primarily to projects at ICN and ICM. The comparable amount as of September 30, 2001 was approximately
€2.5 billion. For comparison, current net accounts receivable were €15.1 billion and €17.7 billion and net current
and noncurrent loans and other accounts receivable were €5.4 billion and €6.0 billion at June 30, 2002 and
September 30, 2001, respectively. Of the total €2.6 billion approved and contractually committed financing, €1.6
billion has been utilized either by providing supplier credits (approximately €1.1 billion) or in the form of
guarantees extended by Siemens to banks in support of their loans to Siemens’ customers (approximately €472
million). The largest exposures before taking provisions into account are financings to Telecom Asia Corp.
Public Company Ltd., Thailand (€271 million), which was rescheduled in 1999, and Is Tim, Turkey GSM (€131
million). Exposure related to a financing to Orascom, Telecel Group in various African countries (€145 million),
is expected to be partly covered by the Belgian governmental export credit agency.

Also included in the €2.6 billion total is approximately €1.049 billion which has been approved for customer
financing but has not yet been utilized. The amount at September 30, 2001 was approximately €800 million.
Included in the current period total are commitments to provide financing for three UMTS wireless network
projects including a new financing for H3G S.p.A. Italy (€320 million), and two projects along with NEC Corp.,
Japan; Retevision Moviles S.A., Spain, (Amena) (€152 million), and Hutchison 3G Limited, Great Britain
(approximately €135 million). Also included is a commitment related to Cell C South Africa (€115 million) and
BTS Tanayong, Thailand (€135).

Additionally, approximately €202 million of customer financing projects are approved in principle but are
still under negotiation. As of September 30, 2001 commitments under negotiation totaled €818 miilion.

Revenue and income for projects financed directly or indirectly by Siemens are recognized if the credit
quality as evidenced by the customer’s rating or by the credit analysis performed by SFS (in support of the
Executive Committee) meets certain parameters. Such parameters are equivalent to a minimum of single B rating
category as awarded by rating agencies or based upon the ability to sell the financing without recourse to
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Siemens in the financial markets. Provisions are also established considering the specific credit risks of certain
countries. Additionally, provisions are established on an individual basis taking into account the credit-
worthiness of the customer and the characteristics of the project being financed. The provision levels are
regularly reviewed. As a result of such review activity, we believe we have established appropriate provisions
for the above financings.

MARKET RISKS

Siemens has marketable equity securities which are held for purposes other than trading. The
market value of these investments on June 30, 2002 was €366 million, with our 12.5% interest in Epcos AG
representing a large share. An adverse move in equity prices of 20% would reduce the value of these investments
by €73 million. The decrease in investments in publicly traded companies compared to the €480 million level
on September 30, 2001 is principally due to an decrease in the market value of our investment in Epcos AG.

A simultaneous, parallel foreign exchange rate shift in which all currencies weaken against the euro by
10%, would lead to a financial market risk of negative €68 million on June 30, 2002, and negative €107 million
on September 30, 2001, excluding the impact of Infineon.

Fair value interest risk, defined as a parallel shift of 100 basis points of the interest rate yield curves across
all currencies, was negative €68 million on June 30, 2002, down from negative €222 million on September 30,
2001, excluding the impact of Infineon. This decrease is primarily due to further swaps of fixed versus floating-
interest rates. '

The Company uses these interest rate swap contracts primarily to reduce the risks related to the effects of
changes in interest rates on most of its fixed-rate notes and bonds. For hedging strategies that meet the criteria of
SFAS 133, the results of the interest rate swap contracts are offset by counter-movements of the underlyings.
The notional amount of indebtedness hedged as of June 30, 2002 and September 30, 2001 was €6.132 biliion and
€5.212 billion respectively. This resulted in 67% and 53% of the Company’s underlying notes and bonds being
subject to variable interest rates as of June 30, 2002 and September 30, 2001, respectively. The net fair value of
interest rate swap contracts used to hedge indebtedness against fixed rate movements as of June 30, 2002 and
September 30, 2001 was positive €52 million and positive €103 million, respectively.

In total, the Company’s derivative financial instruments had a net fair value of positive €894 million as of
June 30, 2002 (September 2001: positive €263 million) and were recorded on the consolidated balance sheet as
other current assets of €1.137 billion (September 2001: €463 million) and other current liabilities of €243 million
(September 2001: €200 million).

Further discussion of market risk is provided in our Annual Report on Form 20-F for fiscal 2001.

CRITICAL ACCOUNTING POLICIES

The preparation of financial statements requires management estimates and assumptions that affect reported
amounts and related disclosures. All estimates and assumptions are made to the best of management’s
knowledge and belief in order to provide a true and fair accounting of our operations. The following of our
accounting policies are significantly impacted by such management judgment and estimates.

Revenue recognition on long-term contracts—Our ICN, ICM, SBS, 1&S, PG, PTD and TS groups conduct a
significant portion of their business under long-term contracts with customers. We generally account for these
long-term construction projects and long-term service contracts using the percentage-of-completion method,
recognizing revenue as performance on a contract progresses. This method places considerable importance on
accurate estimates of the extent of progress towards completion. Depending on the methodology to determine
contract progress, the significant estimates include total contract costs, remaining costs to completion, total
contract revenues, contract risks and other judgments. The management of the Operating groups continually
review all estimates involved in such long-term contracts and adjusts them as necessary. We also use the
percentage-of-completion method for projects financed directly or indirectly by Siemens. In order to qualify for
such accounting, the credit quality of the customer needs to meet certain minimum parameters as evidenced by
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the customer’s credit rating or by a credit analysis performed by SFS. SFS performs such reviews as a support
function of the Executive Committee. At a minimum, a customer’s credit rating must be a single B from the
rating agencies, or an equivalent SFS-determined rating. In cases where the credit quality does not meet such
parameters, we recognize revenue for long-term contracts and financed projects only to the extent cash is
irrevocably received, to the extent of contract completion.

Accounts Receivable—The allowance for doubtful accounts involves significant management judgment and
review of individual receivables and analysis of historical bad debts, individual customer creditworthiness and
current economic trends. For the determination of the country-specific component of the individual allowance,
we also consider country credit ratings, which are centrally determined based on external rating agencies. As of
June 30, 2002 and September 30, 2001, Siemens recorded a total valuation allowance for these receivables of
€1.659 billion and €1.785 billion, respectively. Additionally, Siemens selectively assists customers, particularly
in the telecommunication equipment area, through arranging financing from various third-party sources,
including export credit agencies in order to be awarded supply contracts. In addition, the Company provides
direct vendor financing and grants guarantees to banks in support of loans to Siemens customers when necessary
and deemed appropriate. Due to the previous high levels of capital spending and associated debt at most major
telecommunications operators, however, requests for such financing have significantly decreased. The related
credit approval process is described in detail under our discussion of Customer Financing on page 20.

Goodwill—SFAS 142 requires that goodwill be tested for impairment annually using a two-step approach at
the division level. In the first step, the fair value of the division is compared to its book value. In order to
determine the fair value of the division, significant management judgment is applied in order to estimate the
underlying discounted future free cash flows. In the case that the fair value of the division is less than its book
value, a second step is performed which compares the fair value of the division’s goodwill to the book value of
its goodwill. The fair value of goodwill is determined based upon the difference between the fair value of the
division and the net of the fair values of the identifiable assets and liabilities of the division. If the fair value of
goodwill is less than the book value, the difference is recorded as an impairment.

Pension Accounting— Our pension benefit costs and credits are developed in accordance with actuarial
valuations, which rely on key assumptions including discount rates and expected return on plan assets. Asset
values for our domestic pension trust are determined using the average of the historical market values of plan
assets over the four quarters of the preceding fiscal year. For all other pension plans, asset values are based upon
the fair value of plan assets at the measurement date. Due to the underfunded status of the pension plan, the
additional minimum liability net of deferred tax assets is recorded in other comprehensive income. Our post
retirement benefit costs and credits are developed in accordance with actuarial valuations, which rely on key
assumptions including discount rates, and increase or decrease on health care trend rates. These key assumptions
for our pension and post retirement benefit costs and credits are based in part on current market conditions and
our estimates of changes in interest rates. Pension and related postretirement benefit costs or credits could
change due to variations in these underlying key assumptions. For a discussion of our current funding status and
the impact of these critical assumptions, see Pension plan funding, page 18.

Accruals— Significant estimates are involved in the determination of provisions related to contract losses
and warranty costs. A significant portion of the business of certain of our Operating groups is performed
pursuant to long-term, fixed-priced contracts, often for large projects, in Germany and abroad, awarded on a
competitive bidding basis. Siemens records an accrual for contract losses when current estimates of total contract
costs exceeds contract revenue. Such estimates are subject to change based on new information as projects
progress toward completion. Loss contracts are identified by monitoring the progress of the project and updating
the estimate of total contract costs which also requires significant judgment relating to achieving certain
performance standards, particularly in our Power business, and estimates involving warranty costs.

OUTLOOK & SUBSEQUENT EVENTS

The fourth quarter will be affected by a number of factors, including a gain from the merger of Siemens’
Unisphere Networks subsidiary into Juniper Networks, Inc. which closed on July 1, 2002. Anticipated
restructuring activities are expected to hold net income below third-quarter levels. The Unisphere merger will
generate proceeds of US$375 million in cash and Siemens will receive 36.5 million shares in Juniper Networks,
equivalent to less than 10% of Juniper Networks’ outstanding shares. Siemens continues to work through each
point of its ‘Operation 2003 action plan, pursuing previously announced medium-term earnings targets despite a
challenging fourth quarter and extremely difficult market conditions. The Company also remains committed to
maintaining its solid financial profile.
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Subsequent to the close of the third quarter on June 30, 2002, certain events took place that may have an
affect on Siemens’ financial or operating position. These events include the following:

* Asnoted above, Siemens merged its Unisphere Networks subsidiary into Juniper Networks, Inc. on July
1, 2002 for proceeds of US$375 million in cash and 36.5 million shares of Juniper Networks, equivalent
to less than 10% of Juniper Networks’ outstanding shares.

e On July 26, 2002 Siemens announced the sale of a portfolio of businesses to Kohlberg Kravis Roberts
& Co. L.P. (KKR) According to the terms of the agreement, the divested business activities will be
owned by a new holding company; called Demag Holding s.a.r.l. (Luxembourg), in which KKR will
have an 81% and Siemens a 19% stake. The gross sales price totals €1.69 billion.

This Interim Report contains forward-looking statements based on beliefs of Siemens’ management. We use
the words “anticipate”, “believe”, “estimate”, “expect”, “intend” , “should” “pian” and “project” to identify
Jorward-looking statements. Such statements reflect our current views with respect to future events and are
subject to risks and uncertainties. Many factors could cause the actual results to be materially different,
including, among others, changes in general economic and business conditions, changes in currency exchange
rates and interest rates, introduction of competing products, lack of acceptance of new products or services and
changes in business strategy. Actual results may vary materially from those projected here. Please refer to the
discussion of Siemens' risk factors in our Form 20-F. Siemens does not intend or assume any obligation to
update these forward-looking statements. It is our policy to disclose material information on an open,
nonselective basis.
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SIEMENS AG

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions of €, except where otherwise stated and per share amounts)

1. Basis of presentation

The accompanying consolidated financial statements present the operations of Siemens AG and its
subsidiaries, (the Company or Siemens). The consolidated financial statements have been prepared in
accordance with United States Generally Accepted Accounting Principles, (U.S. GAAP). Siemens has prepared
and reported its consolidated financial statements in euros, (“€”).

Interim financial statements—The accompanying consolidated balance sheets as of June 30, 2002 and 2001,
the consolidated statements of income and cash flow for the nine months ended June 30, 2002 and 2001 and the
consolidated statements of changes in shareholders’ equity for the nine months ended June 30, 2002 are
unaudited. In the opinion of management, these unaudited consolidated financial statements include all
adjustments of a normal and recurring nature and necessary for a fair presentation of results for the interim
periods. Results for the nine months ended June 30, 2002, are not necessarily indicative of future results.

Financial statement presentation

The financial data of the Company is presented in the following components:
¢ Siemens worldwide—Represents the consolidated financial statements of the Company.

*  Operations—Operations are defined as Siemens’ Operating segments including corporate headquarters and
excluding the activities of the Financing and Real Estate segments, and Corporate Treasury.

¢ Financing and Real Estate—Siemens’ Financing and Real Estate segments are responsible for the
Company’s international leasing, finance, credit and real estate management activities.

¢ Eliminations, reclassifications and Corporate Treasury—This component combines the consolidation of
transactions among Operations, Infineon and Financing and Real Estate with certain worldwide
reclassifications. This component also includes the Company’s Corporate Treasury activities.

Effective December 2001, Infineon is no longer consolidated but instead accounted for as an investment
using the equity method. Accordingly, the Company’s net investment in Infineon is included within “Long-term
investments” in the consolidated balance sheets, and its share of the net income or losses of Infineon is included
as part of “Income from investments in other companies, net” in the consolidated statements of income (see
footnote 3). The consolidated results of operations and cash flows of Infineon for the two months ended
November 2001 are included in “Eliminations, reclassifications and Corporate Treasury.”

The Company’s presentation of Operations, Financing and Real Estate, and Corporate Treasury reflects the
management of these components as distinctly different businesses, with different goals and requirements.
Management believes that this presentation provides a clearer understanding of the components of the
Company’s financial position, results of operations and cash flows. The accounting and valuation principles
applied to these components are generally the same as those used for Siemens worldwide. The Company has
allocated shareholders’ equity to the Financing and Real Estate business based on a management approach
oriented towards the inherent risk evident in the underlying assets. The remaining amount of total shareholders’
equity is shown under Operations. The financial data presented for the Operations and Financing and Real
Estate components are not intended to purport the financial position, results of operations and cash flows as if
separate entities under U.S, GAAP.

The information disclosed in these footnotes relates to Siemens worldwide unless otherwise stated.

2. Summary of significant accounting policies

The interim financial statements are based on the accounting principles and practices applied in the
preparation of the financial statements for the last fiscal year except as indicated below.

Basis of consolidation—The consolidated financial statements include the accounts of Siemens AG and all
subsidiaries which are directly or indirectly controlled. Results of associated companies—companies in which
Siemens, directly or indirectly, has 20% to 50% of the voting rights and the ability to exercise significant
influence over operating and financial policies—are recorded in the consolidated financial statements using the
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SIEMENS AG

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions of €, except where otherwise stated and per share amounts)

equity method of accounting.

Use of estimates—The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent amounts at the
date of the financial statements and reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Reclassification—The presentation of certain prior year information has been reclassified to conform to the
current year presentation.

Recent accounting pronouncements—In July 2001, Siemens adopted SFAS 141, Business Combinations
(SFAS 141). SFAS 141 requires that the purchase method of accounting be used for all business combinations
initiated after June 30, 2001. In July 2001, the FASB issued SFAS 142, Goodwill and Other Intangible Assets
(SFAS 142). Effective October 1, 2001, Siemens adopted SFAS 142. SFAS 142 requires that goodwill and
certain intangibles no longer be amortized, but instead tested for impairment at least annually. In connection
with the adoption, the Company was required to reassess the lives of its intangible assets. The Company
determined that none of its intangible assets have indefinite useful lives. Further, the Company was required to
perform a goodwill impairment test as of the date of adoption. Siemens performed these impairment analyses at
the appropriate reporting unit level and determined that an impairment charge was not necessary. See footnote
13 for information on SFAS 142 disclosure.

3. Acquisitions and dispositions
Acquisitions

In January 2002, the Company completed its acquisition of Atecs Mannesmann AG through Vodafone
AG’s exercise of its option to sell its 50% minus two shares stake in Atecs Mannesmann AG to Siemens for cash
consideration of approximately € 3.7 billion. The purchase price was paid on March 1, 2002 (see footnote 16).

Dispositions

During the first quarter of fiscal 2002, the Company sold 23.1 million shares of Infineon in open market
transactions resulting in net proceeds of €556 and reducing its ownership interest to its December 31, 2001 level
of 47.1%. As a result of these sales Siemens realized a tax-free gain of €332 which is shown in the consolidated
statements of income under “Gains on sales and dispositions of significant business interests.”

In a separate transaction on December 5, 2001, the Company transferred 200 million Infineon shares or
approximately 28.9% of Infineon’s share capital to an irrevocable, non-voting trust under a trust agreement. The
trustee is not related to the Company or any of its affiliates. Under the terms of the trust agreement, the trustee
has legal title to the shares held in trust and the Company has irrevocably relinquished all voting rights in the
shares. However, the trustee is not permitted to vote any Infineon shares it holds in trust under the agreement.
The Company continues to be entitled to all the benefits of economic ownership of the shares held in trust,
including the right to receive cash dividends and other cash distributions, which the trustee has agreed to pay to
the Company promptly upon receipt. The trustee is not entitled to sell or encumber the shares held in trust
except at the Company’s direction, but the Company has agreed not to direct the sale of any such shares to itself,
any affiliate, any vehicle established by the Company or any of its affiliates, or to Infineon. The trustee has
agreed to pay to the Company any proceeds resulting from a permitted sale. Under the arrangement, the trustee
holds the shares in trust for the benefit of the beneficiaries under the trust agreement, which include the
Company as trustor and third party shareholders of Infineon. The trust agreement will terminate when the
Company and its affiliates, on a consolidated basis, have held, directly or indirectly, less than 50% of the voting
share capital of Infineon, including the shares held in trust by the trustee, for a period of two consecutive years.
Certain provisions of the trust agreement, including those relating to voting and transfer of the shares held in
trust, may not be amended without the approval of Infineon’s shareholders.

Under the terms of a related standstill agreement, the Company has agreed with the trustee that it will not
and it will not permit its affiliates to, directly or indirectly, acquire or offer to acquire ownership of Infineon
shares, or securities convertible into Infineon shares, or any other Infineon voting securities or securities
convertible into Infineon voting securities. The Company has also agreed that neither it nor any of its affiliates
will procure for itself any third party’s voting rights in respect of Infineon shares. These provisions terminate on
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SIEMENS AG

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(in millions of €, except where otherwise stated and per share amounts)

the termination of the trust agreement.

The Company’s irrevocable transfer of Infineon shares to the non-voting trust on December 5, 2001,
reduced the Company’s voting interest in Infineon by an amount corresponding to the number of shares
transferred. Accordingly, while the Company’s ownership interest at December 31, 2001 was 47.1%, its voting
interest was 18.2%. Such voting interest, when combined with the voting interest in Infineon shares of 13.2%
held by the Company’s domestic pension trust, represents a combined voting interest of 31.4% as of December
31, 2001. Since shareholders of Infineon other than the Company and the pension trust own approximately
39.7% of Infineon’s share capital, they control a majority of the shares that may be voted at any Infineon
shareholders’ meeting. The effect of the transfer of Infineon shares into the non-voting trust resulted in
shareholders in Infineon other than the Company and the pension trust having a disproportionate voting interest.

As the Company no longer has a majority voting interest in Infineon, it has from December 5, 2001 no
longer included the assets and liabilities and results of operations of Infineon in its consolidated financial
statemnents and instead accounts for its ownership interest in Infineon using the equity method. Under the equity
method of accounting the Company’s net investment in Infineon is included within “Long-term investments” in
the consolidated balance sheets, and its share of the net income or losses of Infineon is included as part of
“Income from investments in other companies, net” in the consolidated statements of income.

In January 2002, the Company sold an additional 40 million shares of Infineon in open market transactions
resulting in net proceeds of €966 and further reducing its ownership interest in Infineon shares to 41.3%. Asa
result of these sales Siemens realized a tax-free gain of €604 which is shown in the consolidated statements of
income under “Gains on sales and dispositions of significant business interests”.

Siemens’ net income for the nine months ended June 30, 2002 and 2001, includes the Company’s share of
the loss of Infineon of €(249) and €(1), respectively.

On November 20, 2001, the Company sold Mannesmann Sachs AG to ZF Friedrichshafen AG. The
disposition resulted in net proceeds of €716. This business had been accounted for as an asset held-for-sale and
no gain or loss was recorded in connection with the disposition (see footnote 11).

In January 2002, Siemens exercised its option to sell its remaining interest in Rexroth AG, a wholly-owned
subsidiary of Atecs classified as held—for-sale, to Robert Bosch GmbH for an adjusted equity value of €2.7
billion less proceeds from businesses aiready sold to Bosch. This business had been accounted for as an asset
held-for-sale and no gain or loss was recorded in the connection with the disposition (see footnote 11).

4. Other operating income and expenses

Nine months ended June 30,

2002 2001

99 113
305 623
Other OPErating INCOIMIE ...c...vvvireiereeriirree e enrrieesieeseernersreseesienrneessseeessenvessesseessenseses 404 136
Amortization and impairment of goodWill .........cccooviiimirnien e — (381)
Losses on sales and disposals of property, plant and equipment ..........coccevvncueneeee @) (14)
L0 11111 OO OSSO USROS URUPPPUPIUIO 335 {291)
Other Operating EXPeNSES ..coceiviriimrrririeiir ittt e ents s rrsesstessteetnreseessasssensene £342) {686)

For the first nine months of fiscal 2002, “Other” of “Other operating income” includes a gain of €56 on the
sale of Hydraulik-Ring business by Siemens VDO. For the first nine months of fiscal 2001, “Other” of “Other
operating income” includes a pretax gain of €202 from Infineon’s sale of its Image & Video business. As
described in footnote 2, the Company ceased to amortize goodwill at the beginning of fiscal 2002 due to the
adoption of SFAS 142,
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5. Income from investments in other companies, net

Nine months ended June 30,

2002 2001
Income from investments 47 74
Share in eamnings from eqUILY INVESIEES .....ccovvervvririirereeeiecesesseniaereresecsrecennnnne 9 137
Gains on sales Of INVESIMENTS .....ervevieeireereireeerierenenteine e seenase e etesesnneens 171 138
Losses on 5ales Of INVESIMENS ........corveeeeiececeenee it et et ace e eaeraens (23) (269)
Write-dOWNS O INVESTMENTS ....veuveritiereereeiererneesesteerisietesesereeseeseessersensesansessreesssnnas (78) (62)
L 11 T3 OO PO USROS SOUROOPOPTON _36. _2n

162 —3)

“Share in earnings from equity investees” for the first nine months of fiscal 2002 includes negative €134,
representing Siemens’ share in the net loss of Infineon. “Losses on sales of investments™ for the first nine
months of fiscal 2001 includes the loss on sale of an equity interest in a domestic equity and fixed income fund.

6. Income from financial assets and marketable securities, net

Nine months ended June 30

2002 2001
Gains on sales of available-for-sale securities, net... 15 421
Other financial gains (losses), N€t ..........ccoevvvveecnnen. _53 170

68 251

“Other financial gains (losses), net” for the first nine months of fiscal 2001 includes a write-down of certain
marketable securities totaling €127 where the decline in value was determined to be other than temporary.

7. Interest income, net

Nine months ended June 30,

2002 2001

Interest income (expense) of Operations, net 73 45
Other interest (€Xpense) INCOME, NEL...c...ccoviniiiiieiine et es _73 _63
Total net INTErest INCOME ...covrueiriiierrrerie sttt ettt s 146, 108
Thereof: Interest and similar INCOME......ccvriireiiiiriir e 827 862
Thereof: Interest and similar expense (681) (754)

“Interest income (expense) of Operations, net” includes interest income and expense related to receivables
from customers and payables to suppliers, interest on advances from customers and advanced financing of
customer contracts. “Other interest (expense) income, net” includes all other interest amounts primarily
consisting of interest relating to debt and related hedging activities as well as interest income on corporate
assets.
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8. Marketable securities

The following tables summarizes the Company’s investment in available-for-sale securities:

June 30, 2002

Unrealized
Cost Fair Value Gain Loss
EQUItY SECUTIIES ...c.veveiriecice ettt tnr et 179 366 211 24
DEDt SECUMTIES .....everevcvrrieniirrarirrerestreeststiseseeeseneesberaseaseserseseeeeaenes 60 59 — 1
FUund SECUNLIES .......ocvvirieirieccree et srecnere et rser b e eais 194 191 5 _ 8
433 616 216  _33

September 30, 2001

Unrealized
Cost Fair Value Gain Loss
EQUILY SECUTTHIES .....vvvcriitiecie et s resesass et s ee e nneenanns 244 480 291 55
Debt securities 126 124 — 2
Fund securities 190 187 4 7
260 8L 295 @ _64

9. Accounts receivable, net

June 30, September 30,

2002 2001

Trade receivables from the sale of goods and services, net ........cceovvceniviiiicncee 13,758 16,115
Receivables from sales and finance leases, net..............ccecvennee. 1,144 1,220
Receivables from associated and related companies, net 221 399
Jds.123 17734

Related companies are those in which Siemens has an ownership interest of less than 20% and no
significant influence over their operating and financial policies.

In June 2001, the Company began selling short-term trade receivables through a securitization program
(SieFunds) on a revolving basis. The Company also sells receivables directly to banks. During the nine months
ended June 30, 2002, the Company sold a total of €3,504 in short-term trade receivable securitizations and €322
to banks. Offsetting these sales were collections of receivables that were previously sold resulting in a net cash
flow impact for the nine months ended June 30, 2002 of negative €462. The Company has retained interests in
all trade receivables sold through SieFunds, which are subordinated to the interests of the investors (see below).
As of June 30, 2002, the outstanding balance of receivables sold (excluding retained interest) totaled €404.

Securitization of trade receivables

The following table presents guantitative information about delinquencies and net credit losses for total
short-term trade receivables, excluding allowances, and the securitization of such receivables through the
SieFunds structure, as of and for the nine months ended June 30, 2002 and as of September 30, 2001:
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Net credijt
losses during
the nine months
Outstanding balance Delinquencies > 60 davs ended
June 30, Sept. 30, June 30, Sept. 30, June 30,
2002 2001 2002 2001 2002
Total short-term trade receivables......... 16,259 18,769 2,066 2,061 217
Less: receivables sold.......ccccovvverinennnen. (441) (8135) (44) (73) —
Receivables held in portfolio................. 15,818 17,954 2,022 L.988 217

The value of retained interests is subject to credit, prepayment, and interest rate risks of the trade
receivables sold. The weighted average key assumptions used in measuring the retained interests at the time of
securitization resulting from securitizations completed during the nine months ended June 30, 2002 were as
follows: average days outstanding ~ 42, discount rate — 3.1% per annum and credit risk — 0.5% per annum.

For the nine months ended June 30, 2002, the Company recognized pretax losses of €17 on the
securitizations of trade receivables through SieFunds and received cash from new securitizations totaling
approximately €3,237 from securitization trusts. The Company also received cash flows of €240 from retained
interests.

As of June 30, 2002, the Company’s retained interests in trade receivables sold had a fair value of €38. The
key economic assumptions used in measuring these retained interests were as follows: average days outstanding
— 39, discount rate — 3.1% per annum and credit risk — 0.4% per annum.

10. Inventories, net

June 30, September 30,

2002 2001

Raw materials and SUPPLES ...ocvovevieieiiriceiecccic ettt e erees 1,620 2,387
WOTK 11 PROCESS. c..eiuiiiriererieeciinire e et e sieeresee s esseesebeeaaaneasassae e seeesbaranesessteenesenreasseneenn 3,081 3,564
Costs and earnings in excess of billings on uncompleted contracts.........cc.ovveeeeneene 6,585 6,263
Finished goods and products held for resale........ccocoveirvcnennicnecinceccnees 3,501 4,004
Advances to suppliers . 483 609
SUBLOTALL...cooveiiiceercer ettt ettt et et e 15,270 16,827
Advance payments TECEIVEd .......covvererereimiiiinemeeinreines e ereves s (3.094) (3.421)
12,176 13,406

11. Other current assets

June 30, September 30,

2002 2001
TAXES FECEIVADIE ....c.vviirie ettt et e e e e e b e s e e e enves 1,573 1,277
L0ans 18CeivVable. ... ..ottt e 718 761
Other receivables from associated and related companies ..........eceovccernvenecrnnee 804 1,194
(014115 SO ST STEESEOU ST UUTU PR UPUOUTURRIO 4343 6935

1438 10,167

As of June 30, 2002, “Other” includes as ‘‘assets held-for-sale’” €1.1 billion accounted for in accordance
with Emerging Issue Task Force 87-11, Allocation of Purchase Price to Assets to Be Sold, representing
management’s estimate of the net proceeds from the sales of the businesses. The decrease in the recorded value
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of these businesses from September 30, 2001 through June 30, 2002 of €3.2 billion is due primarily to the sales
of Sachs and Rexroth for net proceeds of €3.1 billion. The excess of the recorded amounts over the net proceeds
of the businesses sold of €4 have been recorded as adjustments to goodwill. The Company intends to sell the
remaining Atecs businesses during the fourth quarter in fiscal 2002. Upon expiration of the one year holding
period since the acquisition of Atecs, the Company began including the earnings or losses of these businesses in
the consolidated statement of income, which for the period from expiration of the holding period to June 30,
2002 were not material.

12. Long-term investments

June 30, September 30,

2002 2001
Investment in associated COMPANIES.....c..uevrureerrereinreenrerrisienemirecitrasressieseeesneeens 4,387 2,354
Miscellaneous investments 784 _960

5,171 3314

“Investment in associated companies” as of June 30, 2002 includes €2,629 related to the Company’s equity

investment in Infineon, which was deconsolidated as of December 2001. The market value of our investment

: (based simply upon the Infineon share price as of the end of the period) in Infineon as of June 30, 2002 was
€4,575.

13. Intangible assets and property, plant and equipment

June 30, September 30,

2002 2001
GOOAWILLceviniiiiieei sttt sttt b st st ene 6,854 6,963
Patents, software, licenses and similar rights ......ccccoeivrreeeccnrerercncecee e 3,743 4378
Less: accumulated amOTtiZation ...........ccooveeriircriierinnieeeerceseeen e ressessenecesarees s (1.434) (1.570)

2,309 2.808
INtangible @SSELS, NEL .....cc.eviiiirrireierreerse oo e srmesbe e in 9,163 9,771
Property, plant and eqUIPIMENt.........cccccoeiriiiiniii e 31,608 41,304
Less: accumulated depreciation............ccovcveereoereeicenenireeeneres e e neie e eene s (19.700) (23.501)
Property, plant and eqUIPMENE, NEL........coccceeniiiiiinirnc et 11,908 17,803

As a result of the adoption of SFAS 142, €319 of net intangibles relating to customer lists were reclassified
from “Patents, software, licenses and similar rights” to “Goodwill”. In addition, “Goodwill” increased by €206
from purchase price allocation adjustments and minor acquisitions and decreased by €326 from currency
translation effects and by €308 as a consequence of the deconsolidation of Infineon. During the first nine
months of fiscal 2002, no goodwill was impaired or written off. “Patents, software, licenses and similar rights”
includes €1,278 for software and the accumulated amortization for software amounts to €360.

The Company’s intangible assets other than goodwill are subject to amortization. During the first nine
months of fiscal 2002, the Company acquired €440 in intangible assets, including €398 for software and €42 in
patents, licenses and similar rights. Intangible asset amortization expense excluding goodwill for the first nine
months of fiscal 2002 and 2001 was €397 and €448, respectively.
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The table below presents the carrying amount of goodwill per segment as of June 30, 2002:

June 30,
2002
Operations
Information and Communication Networks (ICN)......c.occovvivine i 777
Information and Communication Mobile (ICM) .........coeviiiiiinieece 86
Siemens Business Services (SBS)....oc oo e 226
Automation and Drives (A&D) ....coovieicirerteeere e 251
Industrial Solutions and Services (I&S) ....cocooiviinieniiierieneieee e 93
Siemens Dematic (SD)......cccovviirieimieiiece et et 551
Siemens Building Technologies (SBT).....cccovcccommummreieiennceirecennnineensesrerseencas 436
Power Generation (PG)........cocuirviiereerieenie e einiee s eeressesesesevestessreesesaesseseesseseason 565
Power Transmission and Distribution (PTD)........ccoooiinininnie e 162
Transportation Systems (TS) .....cceeeriereririniinierreeereecrtrieererenesaesereeinereesres 118
Siemens VDO Automotive (SV) ..ot rver e e 1,395
Medical SOIUtIONS (MEd) ...ccueciiirieiiieerreeir e rrse et a s sae b s e e 1,847
OISTAIML ettt st s ie st e e s b e s sab e ste e s e se s erabaesaasebb et bessnessesrecsssanans 97
Financing and Real Estate
Siemens Financial Services (SFS) 87
Siemens Real Estate (SRE).......cccooiiiiicie et —_
(18731 T= SO OO O U USRS _163
6.854

The following table presents net income and eamings per share for the first nine months of fiscal 2001
"excluding goodwill amortization expense (net of tax):

Nine months ended

June 30,
2001

Net income

Reported net income 3,186

Goodwill amortization _ 381
Adjusted Net INCOME.........ceviiiicceece et 3,567
Basic earnings per share

Reported basic earnings per Share........ccocvveveininrce i e 3.60

Goodwill amortization ...........c....... 0.43
Adjusted earnings per share 4.03
Diluted earnings per share

Reported diluted earnings per Share........c..cccoviieeeneeineicncnrcecceec e 3.60

GOOdWIll BMOTTIZALION ...vveevireeeiieeieeetieeere et ese e et e et e eteeere e s ee s e s araaseeeraesebesseanes 043
Adjusted earnings per Share ...t e 4.03
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Other assets

June 30, September 30,
2002 2001
Long-term portion of receivables from sales and finance leases...........c.cccovvcennnn. 2,260 2,309
Prepaid pension and other postretirement benefit assets............coermvcvrnicrnnrcnenes 149 179
Long-term loans receivable 582 587
1321 1458
4312 4,533
Accrued liabilities
June 30, September 30,
2002 2001
Employee related costs 2,573 2,876
Income and other taxes 2,231 1,827
WATTAIIEIES ...voeenrreeerneeerereeeearneesintenssuateessaeeneaneseecasreesansassnsensssesessasessessseesessasassnsesenses 1,532 1,555
Accrued losses on uncompleted CONTACES....c.vvivureviecrirnieerier et 986 1,188
OHRET .ttt ettt r e et ettt et s et ee s eas 2.848 3,418
10170 10,864
Other current liabilities
June 30, September 30,
2002 2001
Billings in excess of costs and estimated earnings on uncompleted contracts
and related AdVANCES ......covuriuiiiiereeeere e et st aas 7,105 7,320
Payroll and social SECUTILY TAXES ....ceveereeieirieerienieteerc et eere e ceere st beaesaeeas 2,095 2,431
Sales and Other tAXES ....c.coeeiiiiiee et e e e 547 624
Bonus obligations.......cocoovioiiiiiiiiie e 846 1,137
Liabilities to associated and related companies.............c..ccoveeroncoeiecioicnnrecenns 333 575
DeferTed INCOME .....oviueeiririeiiceiriec et et sae e eat e es e s 818 938
ACCTUC INEETESE. ... e.tuenieeeeereetcaiteiee et etrei et es st et eteaaetesesneeestsnesesbe et enranassesassaan 308 175
(01T g FF: 1031 8 =S U OO PP 2331 6,271

In the second quarter of fiscal 2002, Vodafone AG exercised its option to sell its 50% minus two shares
stake in Atecs Mannesmann AG to Siemens. On March 1, 2002, the Company paid the deferred purchase price

Restructuring

of approximately €3.7 billion which had been included in “Other liabilities” as of September 30, 2001.

For the first nine months ended June 30, 2002, Siemens recorded €306 in restructuring charges and asset
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write-downs. The restructuring charges related to a program begun in the fourth quarter of fiscal 2001 to reduce
the Company’s workforce in the Information and Communications business area and the Power Transmission
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and Distribution business group. In addition, the Company incurred restructuring charges for the Automation &
Drives and the Industrial Solutions & Services business groups within the Automation and Control area. In the
first nine months of fiscal year 2002, restructuring charges of €247 were recorded as an expense of which €154
were additions to accrued liabilities. Additionally, €438 of accrued restructuring expense were paid. As of June
30, 2002, “Accrued liabilities” and “Other current liabilities” for restructuring totaled €298.

18. Other accruals and provisions

June 30, September 30,

2002 2001
Remediation and environmental accruals 744 728
Deferred iMCOME .......oeeriiiicceiiceire ettt s vas e e e sasasenae e seaeens 237 254
Other 1ong-term CCIUAIS...c...c ittt s bere s senees 2275 1.975

3,256 2957

19. Shareholders’ equity

Capital increases

In the first nine months of fiscal 2002, capital stock increased by €6 through the issuance of 2,000,000
shares from the Authorized Capital 2001/11 with respect to our employee share program (see Treasury stock
below).

In the first nine months of fiscal 2002, capital stock increased by €10 thousand through the issuance of
3,405 shares from the conditional capital as settlement to former shareholders of SNI AG who had not tendered
their SNI share certificates by September 30, 2001.

In the first nine months of fiscal 2002, capital stock increased by €413 thousand through the issuance of
137,576 shares from conditional capital related to stock option exercises.

Treasury stock

In the first nine months of fiscal 2002, Siemens repurchased a total of 2,296,737 shares at an average price
of €72.86 including the 2,000,000 shares related to the capital increase for our employee share program.
Including the 1,116 shares of treasury stock held at the beginning of the fiscal year, 2,247,801 shares were sold
to employees. A majority of these shares were sold to employees at a preferential price of €40.39 per share. As
of June 30, 2002, 50,052 shares of stock remained in treasury with a carrying amount of €4.

20. Stock-based compensation

Pursuant to SFAS 123, Accounting for Stock-Based Compensation, the Company has elected to apply
Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock Issued to Employees and related
Interpretations in accounting for its stock-based compensation plan.

On December 13, 2001, the Supervisory Board and Managing Board granted options exercisable for
approximately 7.4 million shares of which options exercisable for 151,000 shares were granted to the Managing
Board. The options were granted under the 2001 Siemens Stock Option Plan. The exercise price was €87.19
which is equal to 120% of the average opening market price of Siemens AG during the five trading days
preceding the date of the stock option grant. The options are subject to a two-year vesting period, after which
they may be exercised for a period of up to three years.

Details on option activity and weighted average exercise prices for the nine months ended June 30, 2002 are
as follows:
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Weighted Average

Options Exercise Price
Outstanding, beginning of period.....c..ccoccovrvvrniiviininniinieninne, 4,963,672 €76.27
Granted on December 13, 2001........coovviiiiiiiieeeeeierrertreirecreenes 7,357,139 €87.19
Options exercised (139,826) €57.73
Options fOrfeited .......ccovvvvvirrieieriieninr sttt ers (475.318) €86.33
Outstanding, end of period........ccooveeiiiiiininirccre e 11,705,667 €82.84
Exercisable, end of period 1,629,299 €57.73

Fair value information

The Company uses the Black-Scholes option pricing model to determine the fair value of grants. The fair
value of the options granted on December 13, 2001 under the 2001 Siemens Stock Option Plan was €23.36. The
fair value of grants made during the first quarter of fiscal year 2002 is as follows:

Assumptions

at grant

date
RiSK-fTeE INEIESE FALE ....o.oiiiiiiienieiiiirieie sttt ettt e et se ettt e e neesresaene 4.12%
Expected dividend Yield ....ccocvevriiirineiiie ettt et a e st ae st 1.41%
EXpected VOIatility......ooveiiriiecieieriiieeee ettt ettt e et re s 62.55%
Expected option life ........c.ccceerrennne 4 years
Estimated fair value of options €23.36

The Black-Scholes option valuation model was developed for use in estimating the fair values of options
that have no vesting restrictions. Option valuation models require the input of highly subjective assumptions
including the expected stock price volatility. Because the Company’s stock options may have characteristics
that vary significantly from traded options and because changes in subjective assumptions can materially affect
the fair value of the option, it is management’s opinion that existing models do not necessarily provide a single
reliable measure of fair value.

21. Earnings per share

Nine months ended June 30,

2002 2001
(shares in thousands)
NELINCOMMIE ...oceiiiieiieecierrectete e et st st e ses e e e s sat st nneaeere et nbasneneebeeeen 2,544 3,186

Weighted average shares outstanding — basic 889,279 884,802

Effect of dilutive Stock OPHiOnS.......cevevevierrmireiicinnciccne e 224 445
Weighted average shares outstanding — diluted ..........ccccoovninininninn 889,503 885,247
Basic earnings Per SHATE .......ccocvviiiriiiiceeree et 2.86 3.60

2.86 3.60

Diluted earnings per share

22. Segment information
The Company’s segments are organized based on the nature of products and services provided.

The segment information is subdivided on a primary level into three components: Operations, Financing
and Real Estate, and Eliminations, reclassifications and Corporate Treasury. The accounting policies of these
components (and the segments included) are generally the same as those used for Siemens worldwide. Corporate
overhead is generally not allocated to segments. Intersegment transactions are generally based on market prices.
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New orders are determined principally as the estimated sales value of accepted purchase orders and order
value changes and adjustments, excluding letters of intent.

Operations

The Company’s profitability measure for its Operations segments is earnings before financing interest,
certain pension costs, income taxes, purchased in-process research and development (IPR&D) and certain one-
time items (EBIT). In fiscal 2001, the Company’s profitability measure for its Operations segments was EBITA
which excluded the amortization of goodwill and IPR&D. Beginning October 1, 2001, Siemens adopted the
provisions of SFAS 142, Goodwill and Other Intangible Assets, and no longer amortizes goodwill. Consistent
with this change, EBITA is now referred to as EBIT. In the first nine months of fiscal 2001, goodwill
amortization of €364 and IPR&D of €126 was excluded from EBITA. In the nine months ended June 30, 2002,
the Company did not incur IPR&D expenses.

Until March 31, 2001, the service cost component of domestic net periodic pension cost was included in the
measure of segment profitability. Beginning April 2001, management decided to discontinue the allocation of
the service cost component of domestic pension costs to the Operations segments. Beginning fiscal year 2002,
interest costs, expected return on plan assets and amortization of unrecognized gains and losses of foreign
funded pension plans are no longer included in the measure of segment profitability but rather are included in
“Corporate, eliminations”. EBIT of the Operations segments for the nine months ended June 30, 2002 would
have been €63 lower if net periodic pension costs were allocated in the same manner as in the first nine months
of fiscal 2001.

Net capital employed is the asset measure used to assess the performance for the Operations segments. It
represents total assets less tax assets, less certain accruals and less non-interest bearing liabilities other than tax
liabilities. Due to the adoption of SFAS 142 and the related change in the definition of segment profitability
discussed above, as of October 1, 2001, Net capital emploved (referred to as EBITA assets in fiscal 2001) is no
longer reduced for amortization of goodwill. EBITA asset amounts for the Operations segments as of
September 30, 2001, have been restated to reflect this change.

Corporate, eliminations
Corporate, eliminations in the column EBIT consists of:

Nine months ended June 30,

2002 2001
COTPOTALE TIBIMS ....eurceereeiiciiren ittt eb et e er et sen s enaese s (504) (653)
INVESIMENT CATTIIIZS. ..vceveieetiieiieeiri ettt er ettt e e e bt evenes 178 144
Non-allocated pension related income (expense) (179) 170
Elminations, Other .......cccvviivinieieierieeec e esaeea e e s s e srets e e sasesenesbareeensens (17 154

(622) (185)

For the nine months ended June 30, 2002, “Investment earnings” include Siemens’ share of the net loss
incurred by Infineon which mainly offsets the earnings from centrally held equity investees, and the gain on the
sale of two centrally held investments totaling €133. The same period in fiscal 2001 includes the loss on the sale
of a domestic equity and debt security fund of €209, which was more than offset by gains on sales of available-
for-sale securities of €227. “Non-allocated pension related income (expense)” for the first nine months of fiscal
2002 was negatively affected by changes in pension trust net asset values and lower return assumptions as well
as the change in the allocation methodology discussed above. “Eliminations, other” for the nine months ended
June 30, 2001 included the effects of the positive resolution of certain asset disposal contingencies of €144.

Reconciliation to financial statements

“Other interest expense” of Operations relates primarily to interest paid on debt and corporate financing
transactions through Corporate Treasury.

“Gains on sales and dispositions of significant business interests” are shown under Reconciliation to
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financial statements. For the first nine months of fiscal 2002, this amount includes a gain of €936 from the sale
of 63.1 million Infineon shares in open market transactions.

The following table reconciles total assets of the Operations component to net capital employed assets as
disclosed in Segment Information. ’

Reconciliation to Net capital employed June 30,  September 30,
2002 2001
TOtA] ASSELS .. evvireeeieieesreiieeee et eer et st eas e rtesaests e et eteesbaeeenb e sesne s s b b ebeensaessrnean 70,942 70,917
Intracompany financing receivables and INVEStMENTS......c..cvevuruivieerenevereeiernernneereans (13,401) (8,305)
TaX 1E1AtEd @SSELS c.eevveieriierirreee ettt es e sa v eee e eseneaser e rebses et rnnsererens (3,909) (4,335)
Pension plans and similar commitments (4,637) (4,653)
ACCTUALS. ..ottt ettt es s cen e st bt s ta et neernteose sa s e s e besaesenens (6,728) 6,977)
Liabilities t0 third Parties .......cceicererirveeieneirerierienieteiesiiceeereereseeuesereeseereennns (23.398) (28.034)
Total recoNCIIALION ..oeuiiiiririeciecreee et v r e e saesrnasrees (52.073) (52.304)
Net capital empPloYed......ocoveiioeiiiririrrieee e e s _18869  _18,613

Financing and Real Estate

The Company’s performance measurement for its Financing and Real Estate segments is income before
income taxes. In contrast to the performance measurement used for the Operations segments, interest income is a
prime performance driver for the segments within this category.

For the nine months ended June 30, 2002 and 2001, income before income taxes at SFS includes interest
revenue of €389 and €449, respectively, and interest expense of €238 and €285, respectively. For the nine
months ended June 30, 2002 and 2001, income before income taxes at SRE includes interest revenue of €11 and
€13, respectively and interest expense of €105 and €116, respectively.

Eliminations, reclassifications and Corporate Treasury

Income before income taxes consists primarily of interest income due to cash management activities,
corporate finance, certain currency and interest rate derivative instruments, and the activities of Infineon for the
two months ended November 30, 2001.

23. Subsequent events

On July 1, 2002, Stemens merged its subsidiary Unisphere Networks, Inc. into Juniper Networks Incfor
proceeds of US$375 in cash and 36.5 million shares of Juniper Networks, giving Siemens ownership of less than
10% of Juniper Networks’ outstanding shares.

On July 26, 2002 Siemens announced the sale of a portfolio of businesses to Kohlberg Kravis Roberts &
Co. L.P. (KKR) According to the terms of the agreement, the divested business activities will be owned by a
new holding company, called Demag Holding s.a.r.l. (Luxemburg), in which KKR will have an 81% and
Siemens a 19% stake. The sales price totals €1.69 billion.
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